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PREFACE TO THE SECOND EDITION 


I N PREPARING a second edition of this book, 
I have somewhat altered the sequence of mate- 
rial which originally appeared in Part III and 
have made a few minor changes. I have also written 
additional chapters giving the progress of events in 
1936, in 1937 and in the early part of 1938, respec- 
tively. In writing these last chapters, I have of 
necessity been compelled to use the present tense. 


Chicago, Illinois, 
December y 1938. 


Paul H. Douglas. 




PREFACE TO THE FIRST EDITION 


r j THIS book I have tried, not only to explain 
what the Federal Social Security Act provides, 
but also to trace the steps by which it came 
into being and to outline some of the problems 
in the field of social security which lie ahead. This 
act is, in my opinion, the most important which 
has thus far been passed under the present national 
administration. It is by no means perfect and, 
as the reader will see, I believe that it should be 
changed in certain vital respects. But it is a 
decided step forward and a worthy eflfort to 
protect better the lives of the wage-earners and 
salaried employees. One who for fifteen years has 
worked for such legislation may perhaps derive a 
pardonable sense of satisfaction in the fact that 
the American public has finally realized that 
it needs the greater protection against unemploy- 
ment and old age which pooled social insurance 
gives. 

In its larger aspects, the law is in the tradition 
which the Western European nations established 
during a period of expanding capitalism. Whether 
our newly established system can survive in its 
present form will depend not only upon the 
Supreme Court but also upon whether or not 
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capitalism itself will continue in a substantially 
healthy state. If unemployment should maintain 
its present level for a long period, then it is quite 
clear that we shall have to use methods very 
different from those laid down in the present act. 

Moreover, as I read the proof sheets in this 
strangely beautiful Italian city, I cannot but be 
haunted by the twin menaces of war and of the 
prolonged depression which overhang the world. 
Whatever the ultimate future may hold, it is 
certainly true that the prospects for the immediate 
years before us are not bright. In their social 
actions men are indeed curious, blundering and 
at times malevolent children. With one side of 
their nature they build up a flourishing material 
civilization embellished by beauty and by culture. 
With another side they seek to tear down and to 
befoul all that is fine. Perhaps there never was a 
time when the creative aspects of life were more 
widely menaced by these darker forces than now. 
Upon our generation is laid the heavy task of 
mastering these baser elements and of building a 
more secure and a more gracious life, not only for 
the few, but for the multitude as well. 

From such somber thoughts, it is a pleasure to 
turn to the grateful duty of acknowledging the 
aid that I have received from numerous friends 
and associates. To I. M. Rubinow and Abraham 
Epstein I owe a great deal, not only in the way of 
specific suggestions, but also in the general stimula- 
tion that many years of association with them 
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have brought. Dr. Joseph P. Harris, formerly 
Associate Director of the Committee on Economic 
Security, has helped me to understand some of 
the tangled issues connected with the so-called 
Clark Amendment. Mr. and Mrs. Richard W. 
Hogue were good enough to read the manuscript 
of the first four chapters and I have profited 
greatly by their suggestions and criticisms. To my 
friend and former student, Mr. Donald M. Smith, 
I owe much. He has helped to reduce the history 
of unemployment insurance legislation during the 
last five years in our forty-eight states to compara- 
tive order and during my absence from the country 
he has borne the major responsibility for seeing 
the manuscript through the press. My secretary. 
Miss Judith Lewis, has also been most helpful. 
But as in everything else, I owe most to my wife. 


Siena, Italy, 
November y 1935. 


Paul H. Douglas. 
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THE BACKGROUND 




Chapter I 

THE TIDE TURNS 

The Opposition to Social Insurance 

T he recent federal SecurityAct'is the result of 
a very sharp change in public opinion. Prior 
to the great depression, the consensus of 
public opinion was that American citizens could in 
the main provide for their own old age by individ- 
ual savings.^ So far as unemployment was 
concerned, the articulate American public pre- 
dominantly believed either that unemployment was 
being reduced to very narrow limits by “the stabi- 
lization of industry,” or that unemployment 
insurance was a debasing “dole” which subsidized 
men for being idle and hence led them to shun 
work.® 

This individualistic attitude toward the meeting 
of great social risks was of course characteristic of 

^ Yet see, of course earlier books such as Squier, Old Age Dependency in 
the United States (1912); Epstein, Facing Old Age (1922) and The Challenge 
of the Aged (1928), together with the investigations of the earlier commissions 
appointed in Massachusetts to investigate the subject. 

* In the early part of the twenties, however. Professor John R. Commons 
and his group sponsored the individual responsibility plan which was pre- 
sented to the Wisconsin legislature in the Huber bill. See Allen B. Forsberg, 
Unemployment Insurance^ pp. 163-248; see also the pamphlets issued by the 
Wisconsin Association for the Prevention of Unemployment and Commons, 
“Unemployment Compensation and Prevention,** Suroey^ Vol. XLVII 
(October i, 1921), pp, 5-9. 
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the America of the twenties. The belief in rugged 
individualism, first created by the frontier but 
finding emotional support from the upward surge 
of the stock market, was a powerful force holding 
back all protective legislation while the rise in real 
wages lulled the majority of the working class into 
a condition of more or less acquiescent satisfaction. 
The struggle by organized labor to hold its own in 
the economic world against the attrition of pros- 
perity and the vigorous opposition of powerful 
corporations left them with little energy to apply 
toward protective legislation for their members 
and their class. They were, moreover, hindered in 
making any such effort by the doctrine of collective 
self-help and anti-statism which Gompers had 
impressed upon the American labor movement 
for over forty years. Nor was there a strong 
political party of the left, as in Europe, to force 
the more conservative parties into passing social 
legislation in order to retain the working-class 
vote. For during the twenties the Socialist party 
almost literally withered away, and in 1928 polled 
less than i per cent of the votes cast in the Presi- 
dential election. 

In addition, the presence of the forty-eight states, 
each supposedly sovereign in labor and industrial 
matters, made it difficult to get action even where 
there was a popular will. For commerce was in 
large part interstate, and if any one state imposed 
a tax or laid down a set of labor conditions which 
raised costs, it thereby placed many of the cm- 
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ployers within its borders at a competitive dis- 
advantage in the business struggle as compared 
with other firms in states which did not have such 
legislation. This pressure restrained the more 
progressive states from pioneering as they would 
have liked and kept the country as a whole 
closer to the legal conditions in the less progressive 
states. It is small wonder, therefore, that this coun- 
try complacently drifted through the twenties with 
little effort to provide pooled protection against 
the great risks of indigent old age, unemployment 
and sickness which even in the boom years were 
playing havoc with the lives of so many. 

The Change of Opinion about Old Age Pensions 

But even prior to the depression, there were cer- 
tain undercurrents of public opinion which were 
beginning to change on the subject of old age pen- 
sions. This was evidenced by the passage of optional 
acts on the part of eight states, which permitted the 
counties to pay old age pensions, and which in the 
case of Wisconsin and Minnesota provided for some 
state aid to any county which took such action.* 
This drift was caused by the increasing proportion 
of old people in the total population® and by the 
increasing inability of these old people to obtain 
gainful employment.® This latter development was 

* These were Montana, Nevada, Colorado, Kentucky, Maryland, Wiscon- 
sin, Minnesota and Utah. 

* In 1890 those sixty-five years and over formed 3.0 per cent of the total 
population. In 1930, they formed 5.4 per cent. 

* In 1930, 41.7 per cent of those over sixty-five were not gainfully employed 
as compared with a6.i per cent in 1890. 
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in turn created by the decrease in the proportion of 
persons who were self-employed as agriculture, the 
handicrafts and small trade gave way to large-scale 
industrialism and by the increasing speed of indus- 
try which made it more difficult for old people to be 
reemployed once they had lost their jobs. A grow- 
ing dislike of county poor farms as proper institu- 
tions to care for the indigent aged also contributed 
to these undercurrents of sentiment. They were also 
fed by the propaganda work of the Fraternal Order 
of Eagles, which had embraced the cause of old age 
security, and by the intelligent activities of the 
American Association for Old Age Security under 
the able direction of Abraham Epstein. 

But the depression made these somewhat sub- 
merged undercurrents far more dominant. The 
incidence of unemployment was especially severe 
upon the aged as well as upon the youths.* In 
addition, the failure of banks and the great declines 
in the values of real estate and of stocks and bonds 
completely swept away the savings of many persons 
and greatly impaired the reserves of even more. By 
the end of 1934 there were approximately three- 
quarters of a million aged persons who were on 
direct relief from the federal government, in 
addition to those receiving maintenance from other 
sources. The impact of all these forces increasingly 

‘Thus, the Massachusetts Census of Unemployment for 1934 which 
showed an average unemployment of 2^.2 per cent also showed percentages 
of 2 y ,2 and 29.8 for those from sixty to sixty-four and sixty-five to sixty-nine 
years respectively. See Report on Census of Unemployment in Massa- 
chusetts; January 2, 1934, Massachusetts Labor Bulletin 171, p. 8. 
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convinced the majority of the American people 
that individuals could not by themselves provide 
adequately for their old age and that some form of 
greater security should be provided by society. 

As a result of all this, as the depression deepened, 
the states of the north and west began to pass old 
age pension laws. These almost universally tended 
to be mandatory acts instead of the optional laws of 
the twenties. California and Wyoming led off with 
this new type of legislation in 1929 and were fol- 
lowed by New York and Massachusetts in 1930.^ 
Five more states passed such laws in 1931.® Then in 
1933 there came a rapid flood of laws when no less 
than ten states® passed such measures. In 1934 one 
state, Iowa, passed a mandatory law. In addition, 
several of the optional states, notably Wisconsin 
and Minnesota, changed their laws to a mandatory 
basis. By the middle of 1934 there were, therefore, 
twenty-eight states and two territories (Hawaii and 
Alaska) which had old age pension acts, of which 
twenty-three were mandatory and five optional. 
By this time there were approximately 180,000 aged 
persons receiving such pensions, as compared with 
some 70,000 at the end of 1931 and 114,000 by the 
end of 1933. By the end of 1934, there were 231,000 
aged persons on the pension rolls. 

^ Sec I. M. Rubinow, The Care o] the Aged (1931). 

*That is, Colorado, Delaware, Idaho, New Jersey and New Hampshire. 
The Colorado law replaced the previous optional law, which had been 
declared unconstitutional. 

*That is, Arizona, Indiana, Maine, Michigan, Nebraska, North Dakota, 
Ohio, Oregon, Pennsylvania and Washington. 
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In addition to the movement towards mandatory 
legislation, the eligibility rules governing pensions 
were also liberalized. While the earlier laws had in 
general fixed seventy years as the pensionable age, 
the later acts tended instead to use sixty-five years. 
There was also a tendency to permit the pensioners 
to own several thousands of dollars of private 
property and to permit them to receive some per- 
sonal income which would not be deducted dollar 
for dollar from the public pensions. Naturally also 
the mandatory pension laws almost invariably 
carried with them either exclusive financial support 
by the states or gave at least some state aid to the 
local governments in meeting them. 

The American laws differed from the non- 
contributory pension systems abroad in requiring 
that the children and other immediate relatives of 
the aged persons must be unable to support them 
before such aid could be given. The personal 
responsibility of the family was, therefore, stressed 
far more under our American legislation than it has 
been in European pension systems. 

The old age pension movement was, however, 
handicapped by two factors, (i) There were still 
twenty states without any pension laws, while if the 
ineflective optional laws were included, this total 
amounted to nearly twenty-five.^ No pensions at 
all were being paid in the thirteen southern states. 
Illinois was still refusing to take action, while 

^ The optional laws always had greater coverage in the west than in the 
south. 
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Kansas, Oklahoma, New Mexico and South Dakota 
were still outside the fold. Similarly, three con- 
servative New England states, Vermont, Rhode 
Island and Connecticut, had no laws. Maine, 
Kentucky and West Virginia had paid no pensions 
under their laws. It was probably no accident that 
the reluctance of the dominant race to provide 
pensions for aged Negroes, Mexicans and Indians 
accounted for a part at least of the slowness of the 
southern states, and for the failure of Oklahoma 
and New Mexico to take action. The counties where 
pensions were being paid included in fact only 
slightly over 40 per cent of the population. (2) 
The burdens of the depression and the growing 
financial difficulties of state and local governments 
prevented most of the states which had laws from 
paying adequate benefits. The average monthly 
pension for the earlier part of 1934 was about ^19 
or $20,^ but by December of that year it had fallen 
to as low as $16.16. 

Unless some form of federal aid were, therefore, 
extended the prospects were that many states 
would not adopt old age pensions at all, while the 
amounts granted would be grossly inadequate in 
many others.* 

For some time Abraham Epstein and the Ameri- 
can Association for Old Age Security had been 
trying to have Congress stimulate the states to take 
action by giving them federal grants-in-aid equal 

‘ Report to the President of the Committee on Economic Security y p. 24. 

* The actual status of old age pension payments by states is further shown 
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to one-third of their total expenditures for such 
pensions. Such a bill had been introduced in pre- 
vious sessions by Senator Dill of Washington,* and 

by the following table. 


TABLE 1 


State 

Number of 
pensioners, 
December, 
>933 

Number of 
pensioners, 
December, 

1934 

Pensions 
per 1,000 
population 
in pension 
counties 

Total expend- 
itures 1934 
in thousands 
of dollars 

Arizona 

1,619 

2,010 

4.61 

518 

California 

14,604 

19,619 

346 

4,189 

Colorado 

8,139 

11,061 

10.68 

1,045 

Delaware 

1,586 

QO 

6.65 

193 

Idaho 

1,288 

1,277 

3.68 

>39 

Indiana 


22,280 

7 . 4.4 

1,434 

Iowa 


4 ,c 8 q 

1.86 

122 

Maryland 

> 3 > 

262 

.29 

61 

Massachusetts 

18,516 

20,517 

4.82 

5,750 

Michigan 


3,557 

.84 

103 

Minnesota 

2,566 

4,753 

2.41 

61 1 

Montana 

1,034 

1,309 

3-45 

180 

Nebraska 

107 

1,115 

2.48 

20 

New Hampshire 


1,423 

3.06 

299 

New Jersey 

9,015 

11,401 

2.87 

1,773 

New York 

51,106 

5 ‘.834 

4.12 

12,651 

North Dakota 


3,914 

5-75 

24 

Ohio 


36,544 

5.50 

1,431 

Oregon 


6,484 

6.82 

600 

Utah 

944 

1,122 

2.87 

117 

Washington 

7 

1,464 

2.41 

250 

Wisconsin 

>. 75 ^ 

1,198 

2.00 

468 

Wyoming 

701 

798 

369 

108 

Grand total 

114,260 

213,123 

398 

31,186 


I'aken from Social Security ^ 1935, p. 237. 

' See Hearings bejore a Sub-committee 0] the Committee on Pensions; United 
States Senate, 71st Congress, 3rd Session, on S. 3257 (1931); Hearings ^ etc,^ 
72nd Congress, ist Session on S. 3037 (1932}. 
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in 1933-1934 it was jointly sponsored by him and 
by Representative Connery. ‘ This bill was not 
initiated by the administration nor actively sup- 
ported by it, but it nevertheless met with the 
overwhelming approval of the legislators. 

Those who were closely in touch with the senti- 
ment of Congress during the closing months of the 
session of 1934 know how by that time legislative 
opinion had come enthusiastically to favor such 
federal action. The Labor Committee in the House 
and the Pensions Committee in the Senate both 
reported the Dill-Connery bill out with a favorable 
recommendation. Its authors apparently made 
repeated efforts to obtain the President’s approval 
for it and to induce him to include it in his list of 
“must” legislation. But the President did not give 
the bill his sanction and this fact held it up in the 
Rules Committee of the House and prevented it 
from coming to a vote there. It would have passed 
the Senate during the closing hours of the session 
had it not been for a last-minute objection by one of 
the senators. The President’s desire to combine old 
age pensions with a general program of social 
security and his belief that a unified program should 
be worked out were, therefore, jxjwerful factors in 
preventing Congress from passing the Dill-Connery 
bill and also in impeding the passage of the Wagner- 
Lewis act, which will be mentioned later. This 

' See Hearings before the Committee on Labor, House of Representatives, 
73rd Congress, 2nd Session, on H,R. 1623; 7050; 7144; etc. (1934). Hearings 
before the Committee on Pensions, United States Senate, 73rd Congress, 
and Session, on S. 493 (1934). 
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failure to act helped in turn to create the Townsend 
movement, which arose in the summer of 1934. 

Unemployment Insurance 

Let us now briefly review the situation as regards 
unemployment insurance. As it became apparent 
that recovery was not to be immediate, interest in 
this form of protection began to grow. Conferences 
were called in 1930 by the American .Association tor 
Labor Legislation and a plan was drawn up by this 
group which was modeled upon the Huber bill of 
Wisconsin, which had originally been drafted by 
Professor John R. Commons. This plan broke 
sharply with European precedents in that it made 
the employers the sole contributors in the belief 
that this would stimulate them to stabilize produc- 
tion and greatly reduce unemployment. This was 
said to be “the American plan” for handling 
industrial risks instead of the alleged European 
method of merely enduring them and then providing 
cash relief as a mitigation. By labeling it as “the 
American plan” the proponents of this measure also 
hoped to be able to head off demagogic criticism 
that it was “un-American.” In its details, the plan 
called for the classification of industries into groups, 
each of which was to have a mutual insurance fund 
and which was to pay benefits only to the workers 
in those industries. These industrial funds were to 
be controlled by the employers. When the govern- 
ing board of five was initially set up by a state, a 
majority were to be employers, and if the major 
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group of employers desired to elect a board com- 
posed completely of their representatives they 
could do so and they could also set up employment 
offices under their direction. The plan, moreover, 
also permitted individual employers to “contract 
out” from the industry funds and under certain 
safeguards set up their own systems of plant 
reserves.’ 

Certain advocates of the insurance principle, 
however, of whom the present author was one, 
came to believe that this plan contained great 
dangers. Separate plant and industry funds were 
opposed by this latter group because of the great 
inequality of benefits which would necessarily 
result from the wide differences between them in 
the volume of unemployment. A state-wide pool 
was, therefore, instead advocated to equalize and 
ensure benefits. Control by the employers over the 
funds and the employment offices was thought to 
strengthen unduly the employers’ associations and 
the company “unions” and to reduce the possi- 
bility of effective organization on the part of 
labor. This group was, moreover, decidedly skepti- 
cal about the degree to which individual employers 
or even an entire industry could stabilize employ- 
ment, and did not believe that the proposed system 

> Sec /fw American Plan for Unemployment Reserve Funds, issued by 
American Association for Labor Legislation (1930); also Leo Wolman, 
Unemployment Insurance for the United States, American Association for 
Labor Legislation (1931). The report of Governor Pinchot's Pennsylvania 
Committee on Unemployment, entitled Alleviating Unemployment (i 93 *)» 
also reproduces the proposed draft of this bill, pp. 44-49* 
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of plant reserves would stimulate any very dynamic 
drive in this direction.* Finally, some of them felt 
that in order to obtain more adequate benefits, to 
ensure democratic control of the administration, 
and to obtain the cooperation of the workers in 
preventing malingering, a small contribution on 
the part of the employees would be desirable. 

In Ohio, a group sponsored by the Cleveland 
Consumers League was studying the whole ques- 
tion. After it had compared these two conflicting 
points of view and had carried on independent 
investigations, it declared in favor of a state-wide 
pooled fund under public and not employer control, 
and with joint contributions by both the workers 
and the employers. It accordingly introduced a bill 
in the Ohio legislature which was drafted along 
these lines by Marvin C. Harrison. This bill was 
copied in Michigan and Illinois.* 

More radical plans were drafted in the same year 
by the Conference for Progressive Labor Action 
and by the Socialist party. Both of these plans 
emphasized contributions by the government as 


'See my article, "To What Degree Can Business Prevent Unemploy- 
ment," Amtrican Labor Legislation Review (September, 1930), pp. 173-281, 
For a further criticism of the claims of the stabilizers sec, I. M. Rubinow, 
"Stabilization versus Insurance," Social Service Review^ Vol. V (June, 1931). 
pp. 199-213. 

* For the main text of this bill with one or two modiheations see Alleviating 
Unemployment^ pp. 49-59; also Paul H. Douglas, "American Plans of Unem- 
ployment Insurance," Survey Graphic ^ Vol. LXV (February, 1931), pp. 
484-486; Carter Goodrich, "American Plans for State Unemployment 
Insurance," American Economic Review, Vol. XXI (September, 1931), pp, 
399-41S- 
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well as by the employers, and advocated much 
longer benefit periods than those provided for in 
either of the other two drafts.^ But while these 
proposals contributed to the ferment of ideas, their 
influence on actual legislation was slight.® 

The first prominent political leader to advocate 
unemployment insurance had been Franklin D. 
Roosevelt, when he was governor of New York. 
This he did in the summer of 1930 at the conference 
of governors in Salt Lake City, and in January, 
1931, he assembled the governors of seven eastern 
states in Albany to consider whether they could not 
jointly work out a program.® Out of this conference 
grew a continuing committee, which reported in the 
following year. The idea of unemployment insur- 
ance was, therefore, gaining ground; but the type 
which was being predominantly considered was the 
Wisconsin system of separate reserves. During the 
legislative sessions of 1931 the bills introduced 
were predominantly of the type advocated by the 
American Association for Labor Legislation. The 
movement for the system of separate employer 
liability was still further stimulated by the passage 
of the pioneer Wisconsin act in the early part of 

‘ For a description of these plans see my article in Survey Graphic pre- 
viously listed. Also Dale Yoder, “Some Economic Implications of Unem- 
ployment Insurance,” Quarterly journal of Economics^ Vol. XLV (193^)* 
pp. 622-639, 

• The Socialist bill was, however, introduced into a number of state legisla- 
tures, including those of Pennsylvania, Illinois, New York, New Jersey, 
Connecticut, California, Vermont and Wisconsin. 

* See Proceedings of the Conference on Unemployment and Interstate Indus- 
trial Problems (1931). 
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1932.^ This bill carried the movement for employer 
responsibility and the separateness of the reserve 
funds still further by setting up isolated company 
reserv'es instead ot the industry tunds which previ- 
ously had been proposed. The Wisconsin act was 
then substantially adopted as the model advocated 
by the Association for Labor Legislation. Inci- 
dentally it should be noted that the Wisconsin act 
was not to go into effect until July i, 1933, and then 
only if voluntary plans conforming to approved 
standards had not been extended to cover at least 
175,000 employees throughout the state. As a mat- 
ter of fact, due to a further extension of time the 
collection of premiums did not start until July, 
1934, while the payment of benefits has not yet 
commenced. 

The movement toward separate plant reserves 
was further strengthened in the early part of 1932 
by the endorsement given to it by the continuing 
committee set up by the Albany conference which 
had been called a year earlier by Governor Roose- 
velt.* Toward the end of 1932, however, the plan of 
a pooled fund began rapidly to gain ground. The 
original Ohio bill of 1931 had of course not been 
passed, but out of it had come a state commission 

^ For the text of this act, sec Douglas, Standards of Unemployment Insur- 
ancey pp. 200-218. The text is also given with accompanying discussion in 
Hoar, Unemployment Insurance in IVisconsin (1932), and Handbook on the 
JVisconsin Unemployment Compensation Acty issued by Wisconsin Industrial 
Commission (i932}- Sec also Paul Raushenbush, “The Wisconsin Idea: 
Unemployment Reserves,” Annals y November, 1933, pp. 65-76. 

* For this document, sec Douglas, Standards of Unemployment Jnsurancey 
pp. 219-225. 
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to Study the question. This commission, with Miss 
Elizabeth Magee as secretary, held hearings 
throughout the state, and finally at the end of the 
year produced an extraordinarily able two-volume 
report, which was by all odds the best American 
study of the question which had been made.^ With 
a wealth of detailed analysis, this committee re- 
affirmed the proposal for a single pooled fund under 
public control and with joint contributions. The 
contributions for workers were fixed at i per cent of 
their wages, while those for employers were to 
average 2 per cent; but after an initial period the 
latter might be varied according to merit rating be- 
tween a minimum of i and a maximum of 3)-^ per 
cent. This bill was vigorously pushed in the legisla- 
ture by Senator Harrison and by the labor and 
reform groups behind it. While it did not pass both 
houses of the legislature it did arouse public 
sentiment.* 

At about the same time that the Ohio report 
appeared, the American Federation of Labor at its 
Cincinnati meeting reversed the unfavorable stand 
which it had previously taken in its two preceding 
conventions regarding compulsory unemployment 
insurance and came out with a direct and powerful 
endorsement of it. This reversal of position was 
largely caused by the vigorous action at the con- 

^ Report oj the Ohio Commission on Unemployment Insurance (1932, 1933), 
2 vol. 

* For a valuable analysis of the whole situation in Ohio by a skilled partici- 
pant, see I. M. Rubinow, “The Movement Towards Unemployment Insur- 
ance in Ohio,“ Social Service Review, Vol. VII (1933), pp. 186-224. 
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vention of President John L. Lewis of the United 
Mine Workers. It is probable also that the opposi- 
tion of many of the leaders of the A. F. of L. had 
been weakened both by the severity of the depres- 
sion and by a growing mov'ement within their own 
rank and file which was demanding action.' 

Within the growing movement lor insurance, the 
Ohio plan made increasing headway. Despite the 
tact that the various state legislatures convened 
very shortly after the Ohio report was issued, there 
were almost as many bills introduced in I033 in the 
legislatures on the Ohio as on the Wisconsin model.* 
The American Association for Old .Age Security, 
which under the leadership of Mr. Epstein had been 
the leader in the old age pension movement, broad- 
ened its name and purpose to cover the whole field 
of social insurance and threw its influence behind 
the proposals for pooled funds. Of the three books 
which appeared on the subject during 1932, one 
favored plant reserves,* one a combination of 
industrial and plant reserves,* while the third 
advocated among other features the principle of the 


^ I hus, a strong movement in this direction grew up in Ohio. 

* A study by Donald M. Smith of the University ot Chicago sIkjws that of 

a total of fifty-six bills of this year which he was able to trace and examine, 
eighteen provided separate employers reserves; sixteen followed the Ohio 
plan of a pooled tund with merit raring; seven had industry reserves; six 
were radical bills— two of them of the type later to be known as the l.undeen 
plan; six bills provided for a pooled fund without merit rating. Sec Smith, 
A Comparison of State Unemployment Insurance Measures ^ p. ^ 

(M.A. thesis, University of Chicago Library). 

* Ewing, fob Insurance, 

Hansen and Murray, A New Plan f&r Unemployment Reserves, 
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pooled Statewide fund.* The next two books on the 
general subject of social insurance, namely, those 
by Epstein and Rubinow, strongly supported the 
idea of a pooled fund. In addition there was an 
increasing volume of books throughout this period 
on the problems and accomplishments of unem- 
ployment insurance abroad.* It is significant that, 
during these legislative sessions, unemployment 
insurance bills passed one house of seven state 
legislatures, namely, those of Ohio, Maryland, 
Connecticut, Utah, Minnesota, California and New 
York. While these measures were killed in every 
instance in the other chamber, the fact of their 
progress was indicative of changes which were going 
on in the mind of the public. All these factors 
played their part in influencing public opinion. 

It was the feeling of most advocates of unem- 
ployment insurance at this time, however, that the 
states would have to be the primary agencies in 
the passage of such acts.* It was recognized that 
this would create enormous difficulties in the way of 

' Douglas, Standards of Unemployment Insurance (1933). 

•See the scries published by the Industrial Relations Counsellors: (i) 
(jilson, Unemployment Insurance in Great Britain^ (2) Spates and Rabinovich, 
Unemployment Insurance in Switzerland; (3) Kichel, Unemployment Insur- 
ance in Belgium; and (4) the earlier study of Bryce Stewart and others on 
Unemployment Benefits in the United States. See also Mollie Carroll, Unem- 
ployment Insurance in Germany (1929) and Unemployment Insurance in 
Austria (1932); Helen Hohman, British Social Insurance and the Minimum 
Wage; Douglas and Director, The Problem of Unemployment. Among other 
books contributing to the movement should be mentioned Calkins, Some 
Folks Wont Work. 

* The People's Lobby from the first, however, urged national action; as 
did later the advocates of the Lundeen bill. 

I19] 



THE BACKGROUND 


action because each state would fear that, in assess- 
ing its industries to support such a system, it would 
place them at a great competitive disadvantage 
with employers in those states which did not take 
such action. But in view of newness of the subject 
and the fact that the federal constitution gave 
no explicit power to the national government to 
legislate on such matters, the reluctant judg- 
ment seemed to be that the chief reliance must be 
placed on state action. This belief was reinforced by 
the conservative temper of the Supreme Court. 
Such federal action as was advocated was in the 
main confined to the following proposals: (i) laws 
for those directly engaged in interstate commerce; 
(2) federal grants-in-aid primarily on a “matching” 
basis to states which passed unemployment insur- 
ance acts; and (3) exemption from the federal in- 
come tax of payments made by private employers 
to unemployment insurance funds. 

As a result of the depression and the discussion 
which was being carried on, the public mind was 
increasingly coming to favor some form of unem- 
ployment insurance. The strongest force working 
in this direction was the growing realization that 
our relief system was at best inadequate, humiliat- 
ing and at times uncertain. The average amounts 
granted per family scarcely averaged over ^20 per 
month. This amounted to about ^4.50 a month or 
15 cents a day per person. This was the average 
for the country as a whole, while in many states the 
amounts were, of course, much less. There were, in 
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fact, some states where the average monthly grants 
per family were only between $6 and $io. It was 
becoming realized that the country needed to pro- 
vide better protection against unemployment, and 
that self-respecting persons should not be ground 
into destitution before grudging aid was given. A 
strong feeling developed, therefore, for some form 
of insurance which would be granted without a 
humiliating means test and which would give the 
unemployed a buffer before they were stripped of all 
their slender resources. 

The TVagner-Lewis Bill of 1934 

In February, 1934, Senator Wagner of New York 
and Representative David J. Lewis of Maryland 
jointly introduced a bill which had been drafted 
in the Department of Labor and which was de- 
signed to speed up the process of getting the states 
to enact unemployment insurance laws.* This 
measure drew its inspiration from the Federal 
Inheritance Tax Act. This act had been passed 
after the state of Florida had added an amendment 
to its constitution in the early twenties which 
prohibited that state from ever taxing inherit- 
ances. The Florida amendment had, of course, been 
passed to induce wealthy and aged residents of 
other states to spend their declining years amid the 
sunshine of Florida to the profit of both the mer- 
chants and the real estate owners of that state. 

‘ Introduced in the House of Representatives as H. R. 7659, 73rd Congress, 
2nd Session. 
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The states with inheritance taxes, however, felt 
that their sources of revenue were being depleted 
by the way the wealthy and their heirs were tend- 
ing to prefer the taxless attractions of Florida. 
Similar movements to exempt inheritances from 
taxation were being started in other states which 
sought rich residents, and as a consequence the 
inheritance tax structure of the various states 
threatened to break down. To meet this situation 
the national government, in the administration of 
President Coolidge and with Mr. Mellon serving as 
Secretary of the Treasury, passed a federal inherit- 
ance tax law which provided that up to 8o per cent 
of the sums thus collected would be returned to 
those states which had state inheritance tax laws. If 
a state did not have such a law, however, the federal 
government retained all the amounts paid in from 
the estates of residents. This put Florida in a very 
embarrassing position. It had attempted to draw 
the wealthy to its shores under the promise of 
immunity but now, despite this pledge by the state, 
the federal government had stepped in and taxed 
them. Furthermore, Florida because of its constitu- 
tional amendment was estopped from passing a 
state inheritance tax and hence was compelled to 
see all such receipts go to Washington without 
being permitted to share in them. It is small 
wonder, therefore, that the civil authorities of 
Florida decided to attack the federal inheritance 
tax law on the ground that it was both un-American 
and unconstitutional. It was alleged to coerce the 
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states into passing state inheritance taxes and 
hence to violate their sovereign right to determine 
what sort of revenue system they should have. But 
when this issue came before the United States 
Supreme Court in the case of Florida v. Mellon} 
that body unanimously declared the federal act 
to be constitutional. Florida then repealed its 
constitutional amendment prohibiting it from 
taxing inheritances and proceeded to pass such a 
tax in order that it might share in the proceeds of 
the federal measure. 

Such was both the constitutional precedent and 
the germinal idea behind the Wagner-Lewis bill. 
It levied a pay-roll tax upon employers equal to 
5 per cent of the amounts paid out in wages, but 
provided that where a state had passed a manda- 
tory unemployment insurance law which came up 
to certain minimum standards then the contribu- 
tions paid by employers under such an act would be 
credited as an offset against the federal tax. In this 
way, any state which would pass an unemployment 
insurance law would not be adding to the financial 
costs of its employers but would merely be trans- 
ferring for the relief of local unemployment, and, 
therefore, presumably for the reduction of local 
taxes, sums which otherwise would go to Washing- 
ton and be spent for undetermined purposes. On 
the other hand, states which did not pass such laws 
would not be able to obtain any unfair competitive 
advantage for the firms within their borders, since 
‘ a73 U. S. I a. 
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these would still be compelled to make their pay- 
ments to the federal government. 

The states were, however, to be left free to enact 
the type of unemployment insurance system which 
they desired, whether this was to be upon a plant or 
industrial reserve basis or upon that of a pooled 
state fund. The states could also, if they wished, 
levy contributions upon the workers as well as the 
employers and could themselves make contribu- 
tions. The minimum standards to which the state 
laws had to conform were of a very moderate nature. 
The state laws had, of course, to be mandatory in 
order to be recognized and were to be administered 
through a system of public employment offices.^ 
The unemployed who went out on strike or who 
were locked out were not to receive benefits, but 
those who refused to fill such vacancies were not 
disqualified from benefits. Nor were those who 
refused to work for “substantially less” than the 
going rate of wages or who refused to sign a so- 
called “yellow-dog” contract binding them as a 
condition of employment not to join a union or talk 
with union officials.* 


^ The basis for these had been laid through the Wagner-Peyser Act of 
1933, which gave federal grants-in-aid for a federal-state system of public 
employment offices. For a devastating description of the nationalized system 
set up in 1931 by the Hoover administration as a substitute for the previous 
Wagner bill, see Ruth M. Kellogg, The United States Employment Service 

(1933)- 

* This was indeed but the logical implementation of the Norris-LaGuardia 
Act of 1932 (47 U. S. Stat. L. 70), which declared the “yellow-dog” contract 
to be contrary to public policy and unenforceable in the federal courts. 
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The low benefit provisions of the existing Wis- 
consin act and the desire upon the part of the 
sponsors to have this law qualify under the federal 
act kept down the features to which the state acts 
were to conform to a ten weeks’ benefit period with 
a minimum weekly benefit of $7 per week. The 
exemption from the federal tax of all employers 
with fewer than ten workmen was also due to the 
fact that the Wisconsin law carried a similar ex- 
emption. There was evident, therefore, in this bill a 
pronounced lack of balance between the rather 
heavy assessments levied upon industry and the 
very low benefits guaranteed to the unemployed. 

Hearings upon this bill were conducted before a 
sub-committee of the House Ways and Means 
Committee in March of 1934.^ Not only did Secre- 
tary Perkins testify in favor of the bill, but the 
President later declared that he favored it. The pro- 
posal, however, met with vigorous opposition from 
the more conservative Democrats as well as the 
Republicans and was not pushed by the administra- 
tion with any real vigor. 

Many close observers believed that Congress 
would, however, have passed the bill if the Presi- 
dent had taken a decided stand in favor of it. 
This, however, he did not do and the session was 
allowed to end without any affirmative action by 
Congress in the field either of old age pensions 

^ Hearings before a Sub-committee of the Committee on Ways and MeanSy 
House of Representatives, 73rd Congress, 2nd Session, on H. R. 7659. See 
also an article by the author, “Towards Unemployment Insurance,” The 
World Tomorrow y Vol. XVII (March 29, 1934) pp. 160-162. 
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or of unemployment insurance. There was an 
undercurrent of feeling among many of the progres- 
sive members of Congress that the President 
wanted to delay congressional action in order that 
he might make the program his own and thus obtain 
popular approval for it. The friends of the President 
insisted, however, that his only purpose was to 
have the problems studied more carefully and that 
he believed public sentiment was not yet suffi- 
ciently crystallized in favor of such a program. 

The Declaration of Policy by the President 

Whatever may have been his motives the 
President, while refusing to push vigorously the 
Dill-Connery and Wagner-Lewis bills, addressed 
Congress on June 8, 1934, on social security and 
advocated “some safeguards against misfortunes 
which cannot be wholly eliminated in this man- 
made world.” He then stated that it was his inten- 
tion to appoint a Committee on Economic Security 
which would study the whole question during the 
remainder of the year and report with a definite 
program to the new Congress in January, 1935. 
This committee was shortly afterwards set up by 
an executive order and consisted of the Secretary 
of the Treasury, the Attorney-General, the Secre- 
tary of Agriculture, the Relief Administrator, and 
the Secretary of Labor, with the last named serving 
as chairman. This committee selected Dr. Edwin E. 
Witte of the University of Wisconsin as Executive 
Director and built up a staff. It then proceeded to 
organize a rather bewildering cluster of advisory 
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committees. First, there was an interdepartmental 
technical board headed by the Second Assistant 
Secretary of Labor, A. J. Altmeyer, who like 
Dr. Witte was a resident of Wisconsin. This board 
was midway between the so-called staff experts 
at the bottom and the cabinet committee at the top. 
Then a general advisory council of twenty-three 
citizens was appointed with Dr. Frank P. Graham, 
the President of the University of North Carolina, 
as chairman. This council was supposed to advise 
the cabinet committee on general problems of 
policy. Further advisory committees were also set 
up on medicine, public health, hospitals, dental 
work, public employment and assistance, and child 
welfare. Actuarial consultants were also appointed. 
Then the committee called in November a two-day 
conference in Washington of interested and invited 
persons, where various points of view were dis- 
cussed. Something of a flurry was caused by the 
fact that the President in his statement to the con- 
ference, while endorsing unemployment insurance, 
also declared that he did “not know whether now 
is the time for legislation concerning old age.” 
Since popular opinion was presumably far more 
solidified in favor of old age pensions than it was in 
the case of unemployment insurance, this statement 
aroused a great deal of surprise and uncertainty. 
The Secretary of Labor, however, hastened to 
remove this impression by declaring that old age 
pension legislation was still very much on the pro- 
gram of the committee and that the administration 
as a whole was in favor of it. 
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THE PROBLEMS BEFORE THE COM- 
MITTEE ON ECONOMIC SECURITY 

O NCE it was decided to favor some form of 
federal assistance against indigent old age 
and for the fostering of unemployment 
insurance, two issues of fundamental policy imme- 
diately arose. These were: (i) What should be the 
relationship of the national government to the 
plan? Should it work through the states, and if so 
in what manner? Or should it set up an outright 
national system? (a) From the financial point of 
view, how costly a system should be introduced and 
how should these costs be distributed? One phase 
of this latter problem was the distribution of the 
governmental costs as between federal and state 
governments; but even more important was the 
relative degree to which employers, employees and 
the government should contribute toward them. 

These two fundamental issues were, of course, 
necessarily interconnected. Allied with them were 
still others — such as the degree of coverage which 
should be provided; the time for initiating the 
system; the handling of the accumulated funds, 
etc. In order to clarify the discussion of the act, it 
is advisable to go into these issues in some detail. 
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What Type of Federal Action 

Broadly speaking, once some form of federal 
action was decided upon there were approximately 
four lines which might be taken, (i) An outright 
national system could be set up which would dis- 
regard state lines and which would provide benefits 
for old age and unemployment. These benefits 
could be financed either from public funds or from 
contributions paid by or levied upon industry and 
employees, or from a combination of these methods. 
(2) A system could be created in which the federal 
government would collect certain taxes and then 
turn over to the states “block” grants of money 
which did not need to be matched by these states 
and which would be sufficient to provide the main 
benefits. This system of 100 per cent grants was in 
certain respects virtually identical with a tax 
remission plan, which will be described later. (3) A 
system of “matched” federal grants could be 
carried through which would require some state or 
local appropriations in addition to the federal 
monies. (4) A tax offset system could be favored 
along the lines of the Wagner-Lewis bill. Each of 
the last three methods involved a joint federal- 
state relationship and hence inevitably raised a 
series of questions as to the precise zones of power 
which each should possess. 

A proposal for an outright national old age 
pension system had been advocated during the 
preceding session by Congressman Keller of Illinois. 
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The idea of an outright national set-up for unem- 
ployment insurance was also stressed by many 
individual students who saw numerous economic 
and administrative advantages in it, such as the 
following: (i) It would enable uniform rules and 
uniform amounts of benefit, whether for old age or 
unemployment, to be established throughout the 
country instead of allowing these benefits to vary 
widely as would tend to be the case under separate 
state plans. These benefits would also tend to be 
more adequate than where responsibility was dif- 
fused. (a) It would in all probability provide a 
better administrative personnel since it is a gener- 
ally accepted fact that the level of employment 
in the federal service is appreciably superior to that 
of the vast majority of the states. (3) Administra- 
tive records could be relatively centralized and a 
standardization of forms effected. The country 
could be divided into some eight or ten administra- 
tive districts, each of which would have a set of 
central records. (4) Being a national system, it 
would care more adequately for workers who moved 
from one state to another, and many of whom 
would otherwise tend to lose their eligibility to 
benefits under the residence requirements of the 
various state laws. (5) It would permit the national 
government to assess a large part of the necessary 
expenses upon individuals in the upper income 
brackets and upon the excess profits of corpora- 
tions. This would be largely impossible to the 
degree to which the states themselves contributed 
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under the device of “matched” grants. For the 
states in general lack effective income taxes and 
tend instead to collect their revenues from taxes 
on general property, retail sales, and gasoline. 
State and local taxes tend, therefore, to be regres- 
sive and also to single out one class of property- 
owners, namely, those who own real estate, and to 
let the owners of intangibles largely escape. Since 
the tax offset method was designed — so far as social 
insurance was concerned — to fall on payrolls, this 
meant that it was ultimately a tax on sales or on 
wages, or upon employers without regard to their 
earning powers, or upon a combination of the three. 
In any event, such a tax would certainly not be so 
much in conformity with the principle of the rela- 
tive ability to pay as would a national system 
financed in the way which has been outlined 
above. 

The arguments against a national system and in 
favor of some federal-state arrangement were in 
general political (in the better sense of the term) 
and constitutional. But some administrative con- 
siderations operated as well against the centralized 
form of set-up. Thus, in the case of old age pensions, 
the natural unit of administration in most locali- 
ties is the county. This is the convenient adminis- 
trative area within which applications can be 
made, investigations carried out and tentative 
benefits fixed. In all this a great deal of unpaid 
service from citizens would be required, while 
in the larger metropolitan centers fairly effi- 
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cient departments manned by professional social 
workers are already available lor such work. It is 
not too hard a task to gear these county groups into 
some state plan of administration, but it is far more 
difficult to have them omit the states as such and 
be lined up under national control. And this 
would be the case even if the country were to be 
subdivided into districts. For the federal govern- 
ment to create its own welfare staff which would 
man the local services would at once duplicate the 
local units, constitute a top-heavy administrative 
set-up and arouse local animosity. 

The payment and indeed the administration 
of the entire system of unemployment benefits 
would, moreover, have to be carried through by the 
public employment offices. These had been placed 
on a federal-state basis by the Wagner-Peyser act 
of 1933, which had replaced the national system of 
the Hoover administration. It would have been very 
difficult to have reversed this whole trend and to 
have returned to the centralized system of offices 
which would have been required under a national 
system of unemployment insurance. The Wagner- 
Peyser act, therefore, helped to fix the mold into 
which the unemployment insurance system was to 
be cast. The believers in a federal system of govern- 
ment were also opposed to organizing the social 
security program upon a national basis. They 
feared that it would reduce the initiative and 
interest which state plans would create; that it 
would bind the country into an undue uniformity of 
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rules and benefits without making sufficient allow- 
ance for geographical differences; and that it would 
not ultimately result in as much progress as what 
the late Justice Holmes termed the “interstitial 
experimentation” of the states. 

There were other powerful considerations which 
operated against using a national system wherever 
it could be avoided. The states rights sentiment is 
still strong in the country and a general movement 
towards centralized control of these functions 
would undoubtedly have aroused powerful local 
prides and jealousies which, when combined with 
the opposition of local politicians to letting such 
powers escape them, would have endangered the 
program. Constitutional doubts and fears were 
another factor which worked against the national 
method. The constitution, having been drafted 
long before there was any real wage-working class 
as such, no direct authority was given to the 
national government to legislate on such matters. 
In order to do so justification would have to be 
sought under the so-called “implied powers.” It 
was feared, however, that the Supreme Court 
might well look with disfavor upon such attempts 
and that the whole structure of social security 
would be razed by an unfavorable judgment. 

The ardent advocates of the Wisconsin plan were 
also anxious to adopt a federal-state rather than a 
national system. For if a national plan were 
adopted, the complexities of administration would 
prevent the plant reserve system from being used 
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and would make pooled funds inevitable. Under a 
federal-state system, however, Wisconsin could 
demand and probably retain the right to its own 
method of plant reserves and its advocates could 
attempt to get other states to adopt similar 
systems. These considerations were powerful in 
operation, since while the Wisconsin system was 
fast losing favor with the informed public, some of 
its supporters occupied key positions in the Com- 
mittee on Economic Security, while still others 
impinged closely upon it and were able to exercise 
a decided influence. 

During the consideration of these issues, the 
author suggested a possible device for overcoming 
the obstacle of constitutionality.^ This was tor 
Congress to pass not one act but two. The first 
would have raised the necessary revenues whether 
by payroll, income, or excess profits taxes, or by 
a combination of the three. This obviously would 
be perfectly constitutional. The second would 
have laid down the scale of benefits to be paid 
out of the treasury for the unemployed and the 
needy aged. In view of the fact that the Supreme 
Court, as Professor Corwin has pointed out,* has 
seldom questioned the right of Congress to ap- 
propriate money for virtually any object, this 
second act would also seem to be constitutional in 
method. What might, therefore, have well been 


^ Paul H. Douglas, A National Program for Unemployment Insurance,” 
The New Republic^ Vol. LXXX (October 3, 1934), pp. 215-216. 

* E. S. Corwin, The Twilight of the Supreme Court, 
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unconstitutional if joined together might have been 
able to run the legal gamut if put asunder. 

This suggestion was not, however, acted upon’ 
and the Committee on Economic Security sought 
instead to create wherever possible a federal-state 
instead of a national system. In one part of its 
program, however, the sheer logic of events drove 
them to adopt the national method. This was in the 
matter of compulsory contributory annuities for 
old age. It was decided by the committee and the 
administration that the use of federally subsidized 
old age pensions as the exclusive source of protec- 
tion for the needy would ultimately entail too great 
a financial burden upon the national treasury. The 
committee and the President, therefore, decided to 
introduce a mandatory and contributory system of 
old age annuities for many of those who in the 
future would reach the age of sixty-five. Not only 
would this reduce the governmental outlay, but 
it would also free those who received pensions from 
being subjected to a means test as would inevi- 
tably result if the only protection were a federal- 
state old age pension system along present lines. It 
was also urged that it could be used to provide 
higher benefits for those who had earned more than 
the minimum sums during their lifetime. 

But once such a mandatory system was decided 
upon, it was seen to be plainly impossible for it to be 
administered along state lines. For a large pro- 

‘ Except that it was later adopted by Congress in the two railway retire- 
ment acts of 1935. Sec Chapter VI. 
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portion of Americans change from state to state 
during their working lives and indeed often make 
frequent changes. It would plainly be unjust for the 
workers to lose eligibility or their claim to the 
benefits resulting from past contributions merely 
because they had moved to another state. On the 
other hand, the problem of transferring from one 
state to another the precise actuarial credits of 
workers, of keeping their records up to date and 
moving them about and of balancing the claims 
of the various state funds against each other would 
be hopelessly and needlessly complicated. The only 
way to administer such a system, covering a man’s 
entire working life in a country with as fluid and 
as wide a labor market as ours, is upon a national 
and not upon a state basis. In the face of this plain 
necessity, political objections and constitutional 
fears had to be cast aside. 

In the case of outright old age pensions and of 
unemployment insurance, as well as in that of most 
of the “welfare” features, the committee, however, 
preferred to foster state action. So far as old age 
pensions were concerned, the committee followed 
the lines of the Dill-Connery bill of the previous 
session and recommended federal grants-in-aid 
which were to be matched on the part of the states 
by at least equal sums. This met with the general 
approval of most students of the question, although 
it was opposed by the followers of the Townsend 
plan, who wanted a national system, and by those 
who, though favoring state-administered systems, 
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wanted the federal government to meet all the 
costs by providing a loo per cent “block” or 
unmatched grant. 

Sharp controversy raged, however, over the best 
method of stimulating the states to enact unem- 
ployment insurance laws. The Secretary of Labor 
and her legal staff were strongly in favor of the tax 
offset provisions of the Wagner-Lewis bill and felt 
that very few minimum standards need be required 
of the states. As the subject of federal action was, 
however, studied in greater detail an increasing 
number of the experts attached to the staff of the 
committee and an even greater number of those not 
officially connected with the committee came to 
see very clearly the grave defects in such a plan and 
favored instead a loo per cent block grant from the 
federal government to the states. 

The Dejects in the Offset System 

The major grounds for this dissatisfaction with 
the offset plan were the following:^ 

I. It laid down very few standards to which the 
state plans had to conform in order to obtain 

^ I have drawn here upon a memorandum submitted by the author to the 
House and Senate committees considering the social security legislation and 
which, I believe, expresses the general judgment of this group. See Hearings 
before the Senate Committee on Finance, 74th Congress, ist Session, on S. 1130, 
pp. 892-896; Hearings before the Committee on Ways and Means, House of 
Representatives, 74th Congress, ist Session, on H. R. 4120, pp. 1086-1091; 
see also the memorandum of Dr. Eveline M. Burns, Hearings before the 
House Committee on Ways and Means, pp. 1092-1096; and the testimony of 
Abraham Epstein, Hearings before the Senate Finance Committee, pp. 458-478; 
491-516; Hearings before the House Committee on Ways and Means, pp, 552- 
577 - 
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offsets against the tax. This failure to prescribe 
minimum standards was due in part to the con- 
stitutional difficulties of the offset method and in 
part to its clumsiness from an administrative stand- 
point. There was a fear that if many standards 
were imposed upon the states the act would be 
regarded by the courts as being primarily regu- 
latory in its purposes and hence, under the prec- 
edent furnished by the second child labor case,* 
would be declared unconstitutional. As a result the 
states, under the revised offset plan favored by the 
Department of Labor, were to be left free to enact 
virtually any kind of unemployment insurance law 
which they desired subject to a few simple rules 
concerning eligibility for benefit. More specifically 
no standards were set on such vital matters as: (a) 
the mimimum or maximum length of the waiting 
period; (/^) the mimimum or maximum length 
of the benefit period; (c) the approximate average 
percentage of weekly wages to be paid in benefits; 

(d) the minimum and maximum weekly benefits; 

(e) provisions for part-time employment; (f) 
whether plant reserves, industry reserves or state- 
pooled funds were to be used; (g) the salary limits 
for the inclusion of nonmanual workers. 

While some variation and experimentation be- 
tween the states were admitted to be desirable, it 
was apparent that under the method proposed, a 
bewildering variety of provisions was likely to 
result which would give widely varying degrees of 

* Bailey v. Drexei Furniture Company^ 259 U. S. 20. 
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protection to the workers in different states and 
there was great danger that excessively low stand- 
ards would be set up in many states. 

2 . The “offset” features of the bill would be 
relatively ineffective in enforcing such few stand- 
ards as it prescribed for the states. For if a state 
violated any of these standards, the only way the 
offset provisions could be used would be to declare 
that an employer’s contribution to a state fund 
would not be credited against the federal payroll 
tax. If this were done, the employers would have 
to pay a double tax, namely to the nation as well 
as the state. In practice, the federal authorities 
would be almost completely unwilling to invoke 
such a severe penalty against private parties who 
would not have been guilty of any offense. For if 
the only way to punish A is to penalize B, then A is 
not likely to be checked. It was urged, therefore, 
that in practice the offset feature would be almost 
completely ineffective in maintaining uniform 
standards on those few points which were covered 
in the bill, and that it could not be used to lay down 
further standards in the future. 

3 . The offset feature carried with it the almost 
inevitable corollary that each state would tend to 
make equal percentage levies upon the payrolls of 
employers. For any additional tax would expose 
the employers of a state to that competitive dis- 
advantage which it was the purpose of the plan to 
remove. But since the average volume of unem- 
ployment differed widely as between the states, 
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this would inevitably result, if each state were 
treated (as was proposed) as a completely autono- 
mous and separate insuring unit, in a gross 
inequality of benefits as between the various 
states. These differences between states in the 
relative volume of unemployment among non- 
agricultural workers were computed by the com- 
mittee’s own statisticians on the basis of the census 
of unemployment in 1930^ and for the four years 
I930“i933* These averages were as shown in 
Table IL* 

These statistics showed, therefore, that in April, 
1930, there was almost four times as much relative 
unemployment in the state with the highest per- 
centage (Michigan) as in the state with the lowest 
(South Dakota). If the four years of 1930-1933 
inclusive be taken as a whole, the percentage in the 
highest state (Michigan) was twice that of the low- 
est state (Georgia). 

It was apparent, therefore, that the equal rates of 
assessment upon employers, which would result 
from the offset law, would provide for widely 
varying amounts of benefit, unless balanced in the 
states where unemployment was higher by con- 
tributions from the employees or grants by the 
state governments themselves. States with a very 
high volume of unemployment would otherwise 
be able to pay only a few weeks of benefits to their 
unemployed, while those with a low volume would 

* Fifteenth Census (1930), Unemployment^ Vols. I and II. 

* Supplement to Report to the President of the Committee on Economic 
Security (1935)* PP- 
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TABLE II 

Average Percentages of Unemployment by States among 
Nonagricultural Workers 


April, 1930 


1930-1933 


State 


All states 

1 Michigan 

2 Rhode Island 

3 Montana 

4 Illinois 

5 Oregon 

6 Nevada 

7 Ohio 

8 Massachusetts . . . 

9 Pennsylvania 

10 Colorado 

1 1 New Jersey 

12 California 

13 New York 

14 Indiana 

15 Washington 

16 Utah 

17 Florida 

18 Oklahoma 

19 Maine 

20 Minnesota 

21 Vermont 

22 North Carolina . . 

23 New Hampshire. . 

24 Kentucky 

25 Connecticut 

26 Wisconsin 

27 Missouri 

28 Louisiana 

29 Idaho 

30 West Virginia. . . . 

31 New Mexico 

32 Arizona 

33 Wyoming 

34 Texas 

35 Arkansas 

36 Kansas 

37 North Dakota 

38 Virginia 

39 Nebraska 

40 Georgia 

41 Mar^and 

42 Alabama 

43 Iowa 

44 Tennessee 

45 South Carolina. . . 

46 Delaware 

47 Dist. of Columbia 

48 Mississippi 

49 South Dakota 


Percentage 
of gainful 
workers 
unemployed 

Ratio to 
average 
of all 
states, 
per cent 

Stat 

Percentage 
of gainful 
workers 
unemployed 

8.5 

100 

All states 

25.8 

13.9 

164 

I Michigan 

34.3 

11.2 

132 

2 Rhode Island 

29.6 

10.7 

126 

3 New Jersey 

28.8 

10.3 

121 

4 Montana 

28.4 

10 I 

119 

5 Pennsylvania 

28.3 

9.8 

ns 

6 Illinois 

28.0 

9.5 

112 

7 New York 

27.8 

9-4 

in 

8 Nevada 

27.8 

9 0 

106 

9 Arizona 

27.7 

8 9 

105 

10 Florida 

27.1 

8.9 

105 

n Massachusetts. . . 

27.0 

8.8 

104 

12 Ohio 

26.9 

8 7 

102 

13 Indiana 

26.6 

8 6 

lOI 

14 Connecticut 

26.4 

8.6 

lOI 

IS New Mexico 

26.2 

8.5 

100 

16 Utah 

25.7 

8 5 

100 

17 Arkansas 

25.6 

8 4 

99 

18 Colorado 

25.1 

8 2 

97 

19 Washington 

24.4 

8.2 

97 

20 Wyoming 

24.2 

8 0 

94 

21 Missouri 

24.2 

7 9 

93 

22 Oklahoma 

24.2 

7 9 

93 

23 Louisiana 

24.1 

7 8 

92 

24 Vermont 

24.1 

7 8 

92 

25 California 

24.0 

7.8 

92 

26 Texas 

23.9 

7 7 

91 

27 Wisconsin 

23.8 

7 7 

91 

28 Minnesota 

23-4 

7.6 

89 

29 Maryland 

23.4 

7 4 

87 

30 West Virginia 

23.2 

7 4 

87 

31 Alabama 

23.2 

7.4 

87 

32 Maine 

21.8 

7 I 

84 

33 Iowa 

21.8 

6.7 

79 

34 Idaho 

21.8 

6 5 

77 

35 New Hampshire. 

21.8 

6.2 

73 

36 Oregon 

21 .7 

6 I 

72 

37 Nebraska 

21.5 

S 9 

69 

38 North Carolina. . 

21.3 

5 9 

69 

39 Virginia 

21. X 

S 9 

69 

40 Kansas 

21.0 

5.8 

68 

41 Kentucky 

20.8 

S.6 

66 

42 Tennessee 

20.4 

5-4 

64 

43 Mississippi 

19.4 

5.3 

62 

44 North Dakota . . 

18.9 

5.2 

61 

45 Dist. of Columbia 

18.3 

5 2 

61 

46 Delaware 

18.3 

4-9 

S8 

47 South Dakota. . . 

17 s 

4.6 


48 South Carolina.. 

17.2 

3.9 

46 

49 Georgia 

17.0 


Ratio to 
average 
of all 
states, 
per cent 


100 


133 

IIS 

112 

no 

no 

109 

108 

108 

107 

los 

los 

104 

103 

102 

102 

xoo 


99 

97 

9S 

94 

94 

94 

93 

93 

93 

93 

92 

91 

91 

90 

90 

8S 

85 

85 

85 

84 

83 

83 

82 

81 

81 


79 

75 

73 

71 

71 

68 

67 

66 
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be able to provide many more. There would be no 
justification for such unequal treatment, since the 
unemployed in the states where the benefit period 
was short would be just as innocent as those where 
the benefit period was much longer. There would 
be in fact no justifiable reason for penalizing them 
because of the accident of their residence. Since 
unemployment is primarily a national problem 
proceeding not only from causes outside the indi- 
vidual workshop but also outside individual states, 
there would seem instead to be a national responsi- 
bility for guaranteeing at least a substantial uni- 
formity of benefits as between the unemployed of 
the various states. 

Those who believed in the inadequacy of the 
offset plan as advocated by the personnel of the De- 
partment of Labor urged very strongly that either 
(a) a sufficient amount of the tax be retained by the 
federal government and then distributed to the 
states to ensure this substantial uniformity, or (^) 
that a different system of cooperation between 
the federal and state government should be devised. 
From computations made by the present author it 
appeared, on the basis of the April, 1930, figures, 
that an adequate reinsurance fund for the equaliza- 
tion of benefits could have been created by ear- 
marking for this purpose 50 per cent of the sums 
going to the states.^ If the total levy were equal to 

^ For the methods used in making this estimate, see Paul H. Douglas, 
"Two Problems of Unemployment Insurance,*’ Supplement to Journal o] 
American Statistical Association^ VoL XXX (March, 1935), PP* 
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3 per cent of the wages paid out this would mean 
retaining for this purpose a sum equal to i per cent 
and letting the states have an amount equal to 
2 per cent. Because of the smaller differences 
involved in the 1930-1933 figures, the reserve for 
this purpose could have been somewhat less or 
approximately one-fourth of the total. 

4. The proposed offset plan made no provision 
for those workers who acquired eligibility in one 
state and who on moving to another state became 
unemployed before acquiring eligibility there. It 
left migratory workers completely out of its 
protection and did not sufficiently protect those 
who moved from state to state at less frequent 
intervals. The numbers in these classes were, how- 
ever, in absolute terms fairly large, and many of 
them needed protection more acutely than almost 
any other group. Yet the proposed plan, by making 
eligibility occur within a specific state and not 
within the country as a whole, debarred this class 
from aid except through voluntary reciprocity pro- 
visions agreed to by the separate states. 

5. The proposed plan would set up forty-nine 
different sets of central records and would result in 
a bewildering variety of forms and administrative 
records. Those who knew the administrative han- 
dling of the unemployment records of the British 
system at Kew realized the necessity of a relative 
concentration of these records in at least large 
districts. Most of the states, it was believed, were 
too small to handle this work effectively. 
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6. Perhaps most important of all was the fact 
that the offset method would confine the financing 
of unemployment insurance to a levy upon pay- 
rolls. For that was the nature of the federal tax. A 
state could not obtain offsets for its citizens if it 
wished to finance a portion of the costs from 
income or excess profits taxes. These could not be 
offset against a federal tax on payrolls since they 
would not fall on identical persons or to the same 
degree upon those who would pay both. Those who 
wanted to have at least a portion of the cost of 
unemployment insurance met from the so-called 
social surplus were opposed to the offset feature 
on this ground and preferred a substitute proposal 
which would at least permit those other sources of 
support to be tapped. 

The Advantages of the loo Per Cettt Block Grant 

The group which objected to the “offset” method 
proposed as a preferable substitute a “block” or 
unmatched grant to the states equal to approxi- 
mately the full cost of paying standard unemploy- 
ment insurance benefits. This was also sometimes 
called “the federal subsidy plan” and “the tax 
remission system.” Under it, the federal govern- 
ment would independently collect the necessary 
funds whether by taxing payrolls or by using other 
methods, and would then redistribute these sums 
to those states which passed satisfactory unemploy- 
ment insurance laws. Such a system, it was urged, 

[44] 



PROBLEMS BEFORE THE COMMITTEE 


would have distinct advantages over the tax offset 
method. 

1. It would have a better chance of being de- 
clared constitutional. While the tax offset system 
had not previously been used in the field of labor 
legislation or social reform, the system of federal 
grants was long established in our constitutional 
history. Federal land grants to the states to 
promote higher education and the later appropria- 
tions of cash to further research are well known and 
their constitutionality has never been seriously 
questioned. These were unmatched or block grants. 
Federal grants to the states upon a matching basis 
had been made for numerous purposes, such as 
forest fire protection, agricultural extension, voca- 
tional education, highway construction, the pre- 
vention of venereal disease, and the health care of 
mothers and infants.^ This method, moreover, had 
been declared to be constitutional by the Supreme 
Court in the case of Massachusetts v. Mellon.^ 

2. The tax remission plan would permit more 
thoroughgoing and adequate standards to be laid 
down as a basis for state action. The clearer con- 
stitutional basis of the tax remission system would 
permit them to go further in this direction than 
under the offset plan. In addition, the fact that the 
monies would originally be collected by the federal 

‘ See A. F. McDonald, Federal Aid; Paul H. Douglas, “The Development 
of a Federal System of Grants-in-aid,” Political Science ^arterly^ Vol. 
XXXV (June and December, 1920) and Dorothy Kirchwey Federal 

Aid to the States (1926). 

* 262 U. S. 447. 
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government and then remitted to the states would 
permit the former to require certain minimum 
provisions in the various state laws. 

3. Similarly, it would be much more possible for 
the federal government to keep the states up to con- 
tinuing satisfactory standards of administration 
and of legislation. For the federal government could 
simply refuse to remit the necessary sums if a state 
failed to carry out the proper administration of the 
plans. Uniformity of records and procedures could 
also be obtained and greater cooperation between 
the states effected. 

4. By withholding a portion of the funds col- 
lected and by setting up a national reinsurance 
fund, aid could be given, under proper controls, to 
those states with relatively high unemployment, so 
that a substantial uniformity of benefits could be 
virtually assured to the unemployed of all states. 
As we have seen from the discussion of differences 
of unemployment, it would seem fairly safe if only 
one-third or one-fourth of the total receipts were 
retained for this purpose and this would probably 
also be enough to provide the type of interstate 
protection described in the next point. 

5. With such a central fund it would be possible 
to take care of those workers who transferred from 
state to state, and thus make eligibility a matter of 
working within the country as a whole rather than 
confining it to employment within a specific state. 

6. The way would be left open for other sources 
of revenue than the payroll tax to be used if and 
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when, in the judgment of Congress, this became 
desirable. A small portion of the total taxes could 
be remitted between the states in the precise 
proportion in which they were collected, while 
the major portion could be distributed according 
to the relative ratio of unemployment. 

It will be noted that the tax remission plan, or 
that for block grants, was midway between the de- 
centralization proposed by the Wagner-Lewis 
method and the centralization of an outright 
national system. The collection of the finances 
would be centralized but the local administration 
would be decentralized, subject to the requirement 
that the states should meet certain minimum 
federal standards. States could also provide benefits 
in excess of the minimum laid down lor the country 
as a whole by tapping additional sources ot funds. 

The Final Decision 

The system of block grants, or the tax remission 
plan, was not only advocated by experts within and 
outside the staff of the committee, but was also 
favored by a 9 to 7 vote by the Advisory Council.^ 
The leading officials of the Department of Labor, 

^ See statement by Dr. Frank P. Graham, the chairman of the Advisory 
Council in Hearings before Committee on Finance^ U. S. Senate, 74th Congress, 
1st Session, on S. 1 130, p. 315. Also Paul U. Kellogg, “Unemployment Com- 
pensation,” Survey Graphic ^ Vol. XXIV (March, 1935); and Mr. Kellogg’s 
testimony before the Senate Finance Committee, Senate Hearings on S, 
1130, pp. 900-907. See also the testimony of Helen Hall, Senate Hearings^ 
pp. 767-771. The report of the Advisory Council is given in the Hearings 
before the Committee on Ways and Means^ House of Representatives, 74th 
Congress, ist Session, on H. R. 4120, pp. 882-896. 
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however, insisted on supporting the tax offset, or 
Wagner-Lewis, plan and succeeded in getting the 
cabinet committee to agree with them, so that the 
bill as presented to Congress embodied this as 
the method of stimulating the states to take action 
in the matter of unemployment insurance. Little 
publicity was given to the recommendation of the 
Advisory Council by the officials in power and 
it was not until a well-informed article appeared 
in the New York Times that there was any public 
awareness of the situation. After a time, the report 
of the Advisory Council was finally made available 
when President Graham testified before the House 
and Senate committees. 

The one major argument that came to be urged 
for the offset plan as opposed to the tax remission 
system was that, if the latter were later declared 
to be unconstitutional, the whole system of unem- 
ployment insurance would necessarily collapse, 
whereas, even if the tax offset method were finally 
rejected by the Supreme Court, the states would 
in the meantime have passed acts that would 
continue. The federal offset plan might therefore 
ultimately disappear with comparatively little loss, 
having fulfilled its purpose in getting the states to 
take action. 

The advocates of the tax remission system, or 
the method of block grants, made two replies to 
this line of reasoning. First, they pointed out again 
that the tax remission system had a far better 
chance of being declared constitutional than had 
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the offset plan. Secondly, they warned that the 
more conservative state legislators and the outright 
opponents of unemployment insurance would be 
sufficiently wary to make any state law that was 
passed conditional upon the constitutionality of the 
federal act being sustained. Therefore, if the offset 
plan were declared unconstitutional, this would be 
likely not only to tear down the federal scaffolding, 
but to demolish the structure of the state laws 
themselves. As we shall see, several state legisla- 
tures have already acted as these friends of social 
insurance feared they would. 

The final draft of the bill as prepared by the com- 
mittee differed in one vital respect from the original 
Wagner-Lewis plan. The 1934 bill had provided 
that if a state levied an assessment upon its 
employers for unemployment insurance which was 
equal to the full amount of the federal tax, the 
entire amount of the federal tax would be offset 
and no monies would be received by the federal 
government. In the revised form the state levies 
were to be credited as an offset only up to a total 
of 90 per cent of the federal tax. The remaining 
lo per cent was to go into the federal treasury. The 
federal government was then to distribute to the 
states the amounts needed to provide for the ad- 
ministration of the system. Although these latter 
grants were not formally earmarked as being identi- 
cal with the sums which the national government 
received from its one-tenth, it was well understood 
that this was in fact the source from which the 
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administrative grants were derived. The main 
reason for this action was undoubtedly the realiza- 
tion that closer federal control over the minimum 
standards of administration could be obtained 
through the tax remission, or block grant, plan 
than by the offset system. To this extent, therefore, 
those in charge of the legislation tacitly admitted 
some at least of the criticisms which had been 
advanced against the Wagner-Lewis plan. It was 
pointed out that this left the employers making 
contributions both to the state governments on the 
one hand and to the federal government upon the 
other, and that for the sake of administrative 
convenience it would be preferable that they should 
make their contributions to one agency, namely, 
the federal government, which could then assume 
the task of redistributing the funds among the 
states. 

The committee’s bill, therefore, in its entirety 
finally used virtually every form of national and 
federal-state action which could be conceived. 
Thus, a national system was used for contributory 
old age insurance. The method of federal aid upon a 
matching basis by the states was employed, as we 
shall see, in the case of outright old age pensions, 
the care of dependent children, maternity and child 
health, etc. The Wagner-Lewis or tax offset plan 
was used to stimulate the states to take action in 
the matter of unemployment insurance, while the 
tax remission plan or outright block grant was used 
to meet the costs of administering the state plans 
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of unemployment insurance, for county health 
units and for child welfare. 

Financial Problems 

Let us now turn to some of the financial problems 
which were necessarily involved and consider first 
the financial aspects of unemployment insurance. 
The statisticians and actuaries attached to the 
cabinet committee made the following estimates 
as to the average amounts of protection which could 
be provided for the country as a whole for sums 
equal to 3, 4, and 5 per cent of the payroll respec- 
tively. These are given in Table III.^ 

It is apparent from the above estimates that only 
relatively limited protection could normally be 
provided from sums equal to a 3 per cent payroll 
tax. If accompanied by a three weeks’ waiting 
period, then, on the basis of the 1922-1933 experi- 
ence, only about thirteen weeks of benefit could be 
given without allowance for any of the actuarial 
adjustments. When these allowances were made, 
the probable weeks of benefit were reduced to only 
nine. The estimates on the basis of the 1922-1930 
experience rates were, of course, appreciably higher 
and amounted to eighteen and fourteen weeks 
respectively, if the contribution rate were 3 per cent 
and the waiting period three weeks. If a four weeks’ 
waiting period were required, then a 3 per cent 

^ See Report to the President oj the Committee on Economic Security ^ p. 13; 
also Hearings before the Committee on Ways and Means ^ House of Representa- 
tives, 74th Congress, ist Session, on H. R. 4120, p. 29. 
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assessment would, on the basis of the 1922-1930 
experience, provide fifteen weeks of benefit. These 

TABLE III 

Actuarial Estimate of Average Weeks of Benefits Which Could Be 
Paid (Benefits Equal to 50 Per Cent of Average Wage) under 
a Nation-wide System of Unemployment Insurance on Basis 
OF Volume of Unemployment from 1912 to 1930 and 1922 to 

1933 


Contri- 
bution 
rate, 
per cent 

Waiting 

period 

Standard maximum weeks of benefit 

1922 to 1933 experience 

1922 to 1930 experience 

Unadjusted 

With actua- 
rial adjust- 
ments^ 

Unadjusted 

With actua- 
rial adjust- 
ments^ 

3 

4 

14 

10 

20 

15 

3 

3 

13 

9 

18 

14 

3 

2 

12 

8 

17 

12 

4 

4 

21 

15 

36 

24 

4 

3 

20 

14 

32 

21 

4 

2 

18 

12 

28 

18 

5 

4 

35 

21 

48 

38 

5 

3 

31 

19 

48 

35 

5 

2 

^7 

17 

46 

30 


'Actuarial adjuatmcnts took account of the following; (i) the rule that no employee may 
draw benefits unless employed forty weeks in the two preceding years; (2) savings from em- 
ployees voluntarily quitting work or being discharged for proven misconduct; (3) allowance 
of an additional week of benefits for each six months of contributions without drawing benefit 
up to a maximum of ten additional weeks; (4) limitation of benefits in the ratio of one week 
of benefits to four weeks of contributions; (5) compensation for part-time employment; 
(6) limitation of benefits to unemployment within the normal season; (7) limitation of maxi- 
mum benefits to $is per week; (8) estimated increase in costs caused by the fact that benefits 
will be paid on a full-time wage basis while contributions will be made on the actual payroll, 
including some part-time; (9) an allowance for the inadequacy of the data; (10) allowances 
for various contingencies, including an upward drift of costs. 

Items 1, 2, 4, 6 and 7 operated to decrease costs; while items 3, S, 8 and 10 tended to 
increase them. Balancing these together, the actuaries arrived at a loading of 28 per cent 
above the unadjusted cost figures. 

estimates, it should be remembered, were for the 
country as a whole. In states with a relatively high 
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ratio of unemployment, they would of course be 
appreciably lower. The actuaries estimated on the 
basis of the 1922-1930 experience that even if 
the volume of unemployment only amounted to 
between 7 and 1 1 per cent, 26 per cent of the unem- 
ployed would be eliminated by the requirement of a 
four weeks’ waiting period, and 28 per cent more 
would be on the average unemployed for more than 
nineteen weeks, and hence would exhaust their 
claim to benefits. If unemployment ranged between 

20 and 30 per cent then it was estimated that 

21 per cent of the unemployed would be eliminated 
by a four weeks’ waiting period, while no less than 
45 per cent would be unemployed for more than 
nineteen weeks. ^ 

Because of this, various members of the Advisory 
Council led by Paul U. Kellogg, President William 
Green of the American Federation of Labor and 
Helen Hall tried to raise the total funds provided 
to an equivalent of 5 per cent of the payroll. This, 
on the basis of the record from 1922 to 1930, would 
have provided at least thirty weeks of benefits, 
subject to a waiting period of two weeks. This group 
wanted the extra 2 per cent to be raised from a tax 
on incomes* if possible. This proposal was defeated 
in the Advisory Council, as was also a proposal to 
make the total levy equal to 4 per cent.® The final 

‘ See Hearings before Senate Committee on Finance^ 74th Congress, ist 
Session, on S. 1130, p. 333. 

* See the testimony of Miss Hall and Mr. Kellogg before the Senate Com- 
mittee of Finance, op, cit,, pp. 767--770; 900-907. 

•The margin of votes against the 4 per cent proposal was very slight. 
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recommendation was to finance unemployment 
insurance by a 3 per cent levy upon payrolls and 
this was embodied in the bill presented to Congress. 
A minority of the Advisory Council, including a 
number of the employers together with Professor 
Raymond Moley, advocated requiring the workers 
to pay a tax to the national government to help 
finance the system, but this proposal was defeated 
in the Advisory Council and did not find favor 
with the officials of the Department of Labor. 

So far as the federal grants-in-aid for old age 
pensions, for dependent children, and for the vari- 
ous health services were concerned, they were to be 
derived from the general revenues of the govern- 
ment. Their ultimate incidence would therefore be 
determined in proportion to the amounts which the 
various economic classes contributed to the support 
of the national government itself. 

Old Age Insurance As a Partial Ultimate Substitute 
jor Pensions 

The Committee on Economic Security con- 
cluded, as we have stated, that the costs to the 
federal government would be too great if out- 
right noncontributory pensions were used as the 
only form of protection for old age. The actuaries 
of the committee computed that, if no other 
method were devised to supplement the pensions. 

At least seven of the members were in favor of the higher tax, namely, 
Kellogg, Graham, Hall, Ohl, Harrison, Schoenberg and Green. See testi- 
mony of William Green, Hearings bejore Senate Committee on Finance y p. 17 1, 
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by 1950 the federal grants for this purpose would 
amount to between 397 and 712 millions of dollars, 
by 1965 to between 723 and 1,091 millions, and by 
1980 to between 857 and 1,294 millions.^ 

This was judged to lay too heavy a financial 
burden upon the government and to reduce this, as 
well as for the other reasons which have been 
stated, there was fairly general agreement that 
an auxiliary plan for a compulsory and con- 
tributory system of old age insurance should be 
prepared. This would not involve the use of a 
means test and would graduate benefits to past 
earnings. But even though it was agreed that this 
plan should ultimately be self-supporting so that 
in its maturity each age group would either con- 
tribute itself or have contributed for it sums which 
would be sufficient to provide the annuities granted, 
there were at least two very important transitional 
problems, namely, (i) what should be done for 
those in the upper age groups who were nearing the 
pensionable age and who because of the relatively 
few years left in which they could make contribu- 
tions would necessarily receive only very small 
earned annuities; (2) whether the full rate of 
assessment which would be ultimately needed to 

^ The higher estimates were based upon the assumption that the depend- 
ency ratio of those over sixty-five would rise from 15 per cent in 1936 to a 
maximum of 50 per cent in 1957, and that the average pension would amount 
to I25 a month, of which the federal government would pay half. The lower 
estimate was based on the assumption that the maximum dependency ratio 
which would be reached in 1961 would be 40 per cent, and that the average 
pension would be $20 a month. See Hearings before Senate Committee on 
Finance^ 74th Congress, ist Session, on S. 1130, p. 250, 
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provide the annuities should be immediately 
imposed or whether in view of the depression and 
the difficulties involved in building up a huge 
reserve it might not be better to start at a much 
lower rate of assessment and only gradually reach 
the maximum. These issues were naturally inter- 
related since the lower the initial contributions 
were, the more inadequate the earned annuities 
would be. We shall, therefore, consider the latter 
question first. 

The Financial Features of Old Age Pensions 

The maximum contributions needed over the 
course of a working lifetime in order to provide 
moderate annuities at the age of sixty-five, and 
certain death benefits, were computed as being 
approximately 5 per cent of the payroll. It was felt 
that this would be too heavy an initial burden 
upon both employers and workers. An immediate 
addition of one-half of these amounts would send 
up the production costs of the employers, who 
would also be bearing the burden of the contribu- 
tions for unemployment insurance. In view of the 
great difficulties under which business was laboring 
during the depression, it was feared that this might 
cause some businesses to close down and compel 
others to reduce their scale of operations and to lay 
off men. It was also felt that such contributions 
by the workers would be excessive since even those 
who had jobs, because of short time and wage cuts, 
would be receiving relatively low weekly earnings 

[56] 



PROBLEMS BEFORE THE COMMITTEE 


and commonly would have heavy further burdens 
resulting from the unemployment of members of 
their families. The payment of such sums by those 
in the lower age groups would also lead to the 
accumulation of a huge reserve, which by 1980 
would probably have amounted to enormous sums. 

Not only would the investment of so enormous a 
sum create grave problems but at least half of it, 
and indeed as we shall see very much more, would 
come from the pockets of the wage earners. They 
would then have to decrease their current con- 
sumption and there would be an immediate with- 
drawal of a large quantity of purchasing power 
from the field of consumers goods. Unemployment 
would, therefore, tend to be created in these lines. 
If the sums thus withdrawn from consumers goods 
served either directly or indirectly to go into the 
field of capital goods, they would thus largely 
counterbalance this tendency. In view of the exist- 
ing state of the investment market, however, and 
the reluctance of business to build new factories 
and install new machinery, etc., there was no surety 
that these sums would be immediately reinvested. 
The result might, therefore, be an initial impound- 
ing and sterilization of large sums of monetary 
purchasing power, with a consequent intensification 
of the depression. Furthermore, even if the sums 
were later reinvested it might lead to a further lack 
of balance between the proportion of the national 
income devoted to the increase of capital goods 
and the proportion spent upon consumers goods. 
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For all these reasons, therefore, it was thought 
unwise to put the ultimate rates of assessment 
immediately into effect. It was instead decided to 
start at a low rate and to reach the maximum 
gradually. The committee recommended that the 
following scale of contributions should be followed. 


TABLE IV 


Years 

Percentage rate of 
assessment for 
compulsory old age 

insurance 


Employer 

Employee 

1937-1941 

0-5 

0-5 

1942-1946 

I .0 

I .0 

1947-1951 

i-S 

1-5 

1952-1956 

2.0 

2.0 

1957 and later 

a-5 

2-5 


The committee therefore favored starting at the 
low rate of one-half of i per cent from each party 
and not reaching the maximum of per cent for 
twenty years, or not until 1957* 

This made the difficulty of taking care of those 
in the upper age groups under the compulsory 
insurance system even greater. Since the average 
expectancy of life for males who reach the age of 
sixty-five is now approximately twelve years, and 
for females fifteen years, contributions equal to 
25 per cent of the wages would be needed for those 
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who were over sixty in order to give them five years 
later annuities as low as 15 per cent of their earn- 
ings. In fact, under the rates fixed by the com- 
mittee the amount of “earned” annuities would 
have been very small, as is shown by the following 
table. ^ 


TABLE V 

Monthly “Earned” Annuities According to Contribution Rates 
Proposed by the Committee on Economic Security and Based 
ON Various Levels of Monthly Earnings 


Age 

Years of 
contributions 

$S0 

$100 

>150 

60 

5 

$ 0.14 


1 0.72 

55 

10 

0.78 


^i -33 

50 

15 

1 .68 


5-°3 

45 

20 

3,02 

6.03 

9.05 

40 

^5 

4.88 

9-75 

14-63 

35 

30 

7.12 

14.^13 

21-35 

30 

35 

9-79 

19-57 

29.36 


40 

12.95 

25.90 

38.85 

20 

45 

16.69 

33-37 

50.06 


Such sums would not furnish any adequate 
protection lor those in the upper age groups. If 
persons of sixty were later to receive only that 
which had been directly paid for them, the monthly 
annuities for the $100 a month man would amount 
to only $.48, while those of fifty-five and fifty years 
would receive only ^1.55 and $3.35 respectively. 
The committee, therefore, decided to recommend 
initial annuities to those who had paid contribu- 
tions for five years (two hundred weeks) equal to 

^ See Hearings before Senate Committee^ op. cit., p. 25a. 
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15 per cent of their average wage, and to increase 
this by I per cent for approximately each of the 
following five years.* A person for whom con- 
tributions had been paid for approximately ten 
years was, therefore, to receive an annuity equal to 
20 per cent of his wage. Thereafter the annuity 
increased at the rate of 2 per cent of the average 
wage for each year or each block of forty weeks 
worked. The maximum annuity was tobe40percent 
of average wages. Those who entered the system after 
1942 were to receive somewhat smaller annuities. 

It will thus be seen that very appreciable sums 
were to be paid to those in the upper age groups in 
excess of the amounts contributed by and for them. 
How then were these added sums to be financed? 
The committee’s plan was in effect for them to be 
ultimately, though not immediately, borne by the 
national government. For approximately the first 
twenty-five or thirty years they were to be ad- 
vanced from the contributions which were being 
made by and for the younger workers. Then as 
these erstwhile younger workers reached the 
annuity age, the government would make contribu- 
tions towards their annuities which would repay 
the advances which these groups had made plus 
interest at 3 per cent. The financial set-up of the 
plan by years was estimated by the actuaries to be 
as follows.* 

* Strictly speaking, these rates were for each forty weeks of work. I have 
treated forty weeks as being approximately equal to a year. 

* Sec Hearings before Senate Committee on Finance^ op, cit,^ p. 251. 
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TABLE VI 

Estimated Financial Status of Old Age Insurance Plan as Approved 
BY the Committee on Economic Security 
(In millions of dollars) 


Year 

Net contri- 
butions' 

Interest on 
reserve* 

Federal 

subsidy 

Benefit 

payments 

Reserve at 
end of year 

1937 

306.0 



0-7 

305-3 

1938 

308.9 

9.2 


2.0 

621.5 

*939 

312.0 

18.7 


3.3 

948.8 

1940 

314.9 

28.4 


4-8 

1.287.3 

1945 

672.3 

106.0 


190. 1 

4,i^i3.5 

1950 

1.073-3 

211.9 


577-1 

7,770.7 

1955 

1,520.0 

329.6 


1.149.6 

11,687.2 

i960 

L 979 .^ 

431.9 


1,924.8 

14,880. 1 

1965 

^^,058.3 

470.0 


2.532-8 

15,660.4 

1970 

V 37.5 

468.0 

507-3 

3.112.8 

15,600.0 

>975 

2,216.7 

468.0 

926.5 

3.611.2 


1980 

2,216.7 

468.0 

1.387-9 

4,072.5 

15,600.0 


I Net contributions equal joint contributions less administrative expenses. 
* Interest was computed at 3 per cent of the average reserve for the year. 


It will thus be seen that the recommended plan 
contemplated: (i) A maximum reserve of from 
fifteen to sixteen billions of dollars which would be 
reached by 1965 and be maintained at an approxi- 
mately stabilized level thereafter;^ (2) Government 
contributions which would begin somewhere be- 
tween 1965 and 1970,* and which would rise to 
about 1.4 billions of dollars by 1980. After about 
the year 2000 the federal grants were to be approxi- 
mately equal to the annual amounts of interest 
which the system would lose from not having 
initially built up its reserve from the full contribu- 


^ Stabilized at least in relation to population and earnings. 

* According to other computations of the actuaries the federal government 
would have contributed about 166 millions in 1965. See Senate Hearings ^ 
op. cit.y p. 251. 
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tions required from the older workers to eliminate 
any “unearned” annuities. 

By such a financial arrangement, the committee 
planned to accomplish the following purposes: (i) 
The total size of the reserve would be kept down 
to minimum limits, thus lessening the problem of 
reinvestment and minimizing the withdrawal of 
active purchasing power from the field of con- 
sumers goods, (a) To pay fairly adequate sums 
under the insurance plan to those in the upper age 
groups and thus lessen the costs to the federal and 
state governments of outright old age pensions 
during these years. (3) To free the government 
from the cost of subsidizing during the transitional 
period these actuarially “unearned” annuities and 
thus smooth the financial problem of the national 
government. (4) For the government, however, to 
ultimately bear the cost of these subsidies but to do 
it at a time when presumably the financial skies were 
cleared. There were, however, not wanting political 
cynics who implied that the postponement of the 
governmental subsidies to 1965 or later was due to 
the natural desire of almost any administration to 
postpone the day of ultimate outlay to a time when 
it would have been long out of office. Whether or 
not this suspicion had any basis, the fact remains 
that the policy was amply justified on other grounds. 

Payroll Tax or Income Tax? 

Underlying many of the financial issues involved 
in old age insurance and unemployment insurance 
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was the question whether these measures should be 
exclusively financed by a levy upon payrolls or 
whether an added tax upon the upper income 
brackets should not be used to provide at least a 
portion of the necessary funds. 

There were many attacks upon the payroll tax 
as such. To the degree that the workers made direct 
contributions under old age insurance, it was 
pointed out that this decreased the already inade- 
quate incomes of the workers. To the degree that 
the employers contributed, as they did jointly 
in the case of old age insurance and exclusively in 
the case of the federal levies for extending unem- 
ployment insurance, it was argued that these 
amounts would be shifted ultimately to the workers 
and would make excessively severe inroads upon 
their incomes. This shifting might take one or both 
of two forms. In the first place, it might move back- 
ward and result in a decrease of wages. In the 
second place, it might move forward and result in 
an increase of prices. 

It was argued that if the imposition of the taxes 
were not accompanied by an expansion of bank 
credit and if consequently no general rise in prices 
occurred, then wages must ultimately be reduced 
by the amount of the tax. The reasoning behind this 
contention was approximately as follows.^ Under 
conditions of pure competition, each of the workers, 

^For the fullest statement of this theory, see Harry G. Brown, The 
Economics of Taxation; and also Dale Yoder, *'The Economic Implications of 
Unemployment Insurance,** ^efterly Journal of Economics^ Vol. XLV 
(* 930 , PP. 622-639. 
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according to the marginal productivity theory, re- 
ceives the amount added to the social product 
by the last workman of their group who possesses 
equal ability. If the employer is compelled to pay 
for each worker a given percentage for social insur- 
ance in addition to his wage, then his outlay for the 
last worker (or workers) is greater than the value 
of the social product added by this or any other 
worker. He will, therefore, tend to dismiss a suffi- 
cient number of workers in order to bring the 
added productivity of what is now the last worker 
to a higher point, where it would at least equal the 
wage plus the insurance costs.* But the dismissal 
of these workers will create a considerable group 
of unemployed. These, in order to obtain employ- 
ment, will offer to work for less than the prevailing 
wage rather than get nothing. This process would 
lower the general scale of wages and the movement 
would be continued until, in order to absorb all of 
the unemployed, the new wage plus the insurance 
costs would just equal the old wage without the 
insurance costs. For this, it will be remembered, 
was the point where the expenditure upon each of 
the workers was equal to the amount added to the 

^ From my studies of the probable slope of the marginal productivity 
curve in my book The Theory ofWageSy it appears that the elasticity of this 
curve is not far from —3.0. A 5 per cent increase in wages would, therefore, 
cause under “pure** competition a decrease of approximately 15 per cent in 
the numbers employed. This tendency would be slightly mitigated by the 
fact that the increase in real income to the workers would lead to a voluntary 
retirement of a certain number from the labor market; and hence would give 
a higher marginal productivity to those who remained than would otherwise 
be the case. 
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social product by the last employee. In this way 
the entire cost of the employers’ contributions 
would be transferred to the shoulders of the 
workers. 

It may be granted that under conditions of pure 
competition such would tend to be the results. But 
in practice the actual working out of these results 
would not only be impeded by the “frictions” of 
real life but would also be altered by the fact that 
pure competition is far more the exception rather 
than the rule. Pure monopoly exists in some indus- 
tries and imperfect competition in others. In these 
cases the workers will originally receive less than 
the productivity of the last employee.^ An increase 
in the outlay for labor will not necessarily cause as 
much unemployment under these conditions as it 
would under pure competition and the ultimate 
result might well be some impairment of monopoly 
profits. It is probable, however, that in most cases 
a payroll tax upon employers would even under 
these conditions be at least partially shifted to the 
workers. 

The argument that the employers’ tax would be 
shifted to the consumers was far less sophisticated. 
It was tacitly assumed that the increased costs 

' For a fuller development of the theory of imperfect competition, see 
Joan Robinson, The Economics of Imperfect Competition; and Chamberlin, 
The Theory of Monopolistic Competition, In brief, the workers will receive 
not the marginal physical productivity multiplied by price but the increment 
which the marginal worker adds to total gross revenue or marginal revenue. 
This marginal revenue is always less than price under conditions of imperfect 
competition. The full working out of the effects of imperfect competition 
upon the theory of distribution is a task which remains to be done. 

[65] 



THE BACKGROUND 


would compel the banks to issue more credit and 
lead to an increase in prices.^ This increase in prices 
it was declared would take out of the workers’ 
pockets as consumers what had been added to them 
in social insurance, and hence make the workers 
really foot the bill for collectively meeting their 
needs. Here again there was very real truth, if we 
assume that bank credit would expand and prices 
would rise proportionately. Two exceptions would, 
however, be that in some industries prices need not 
rise by as much as the cost of the insurance pay- 
ments* and, secondly, that since the workers are 
by no means the sole consumers a portion of the 
costs could be unloaded upon the well-to-do, the 
self-employed, etc. 

A payroll tax, moreover, by increasing costs 
more in industries and plants with a high labor con- 
tent than in those with a low labor content would 
lead to some readjustment of industries and firms. 
Thus, hand bakeries would lose ground as com- 
pared with mechanized bakeries, and cotton would 
lose in comparison with rayon. This would at least 
cause temporary unemployment. There might also 
be some shifts between industries. 

' Whether this increase in unit prices would under pure competition be 
equal to, less than or more than the unit increase in labor costs would be the 
question. Under constant costs it would be the first; under increasing costs 
the second; and under decreasing costs the third. Modern analysis is, how- 
ever, more and more pointing to constant costs as the general condition for 
moderately long-run equilibrium under pure competition. But here again 
the theory of imperfect competition will cause a substantial modification of 
the above conclusions. 

* This point is referred to in the preceding footnote. 
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On the other hand it was pointed out that a tax 
upon the upper income brackets would not be 
shifted, would cause less industrial disturbance and 
unemployment, since it would fall on economic 
surpluses rather than on industrial margins, and 
would be borne by those best able to carry the load. 
In support of this point of view, the income statis- 
tics, computed for 1929 by the Brookings Institu- 
tion, were frequently cited. These showed that in 
1929 the 24,000 families who received more than 
$100,000 apiece enjoyed a total income which was 
three times as great as that obtained by the six 
million families at the bottom who received less 
than $1,000 a year.^ This meant that the average 
income in this upper group was approximately 
630 times as much as the average for those at the 
bottom. Even more striking was perhaps the fact 
that the total income of the 4,000 families who 
received over half a million dollars apiece in that 
year was one and three-quarters times as much as 
that of the submerged six million families, or on 
the average about 2,600 times more. The amount 
of total surplus income available in 1935 was of 
course much less. 

But despite the merits of financing at least a 
portion of the costs of the social security program 
in this fashion, the administration chose to reject 
it and to use instead the levy upon payrolls. Those 
who favored a 100 per cent subsidy system com- 

'Leven, Moulton, and Warburton, America’s Capacity to Consume, pp. 
S4-5S- 
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bined with income taxation were overruled on the 
latter point as well as upon the former. 

This attitude of the administration, when com- 
bined with Secretary Morgen thau’s later appear- 
ance before the House Committee when he asked 
for the removal of all future government grants to 
old age insurance, made the informed progressives 
in Congress and the country conclude that the 
administration had turned to the “right.” It 
seemed opposed to any added levies upon wealth 
and large incomes in order to carry a portion of the 
cost of guarding against social insecurities. Progres- 
sive sentiment, therefore, rose against the adminis- 
tration on this point during March and April of 1935 
but the control over Congress by the President gave 
them small prospects of any immediate success. 

The Omission of Health Insurance 

No proposal was advanced by the committee for 
health insurance. This was the result of four sets of 
factors. In the first place it was thought this would 
overload the program. Secondly the full details of 
a proper plan had not been generally worked out.* 
Public sentiment moreover had not yet been 
deeply aroused in favor of it. Finally the opposition 
of the leaders of the American Medical Association 
and of most state associations was intense, bitter 
and persistent. Grants for public health work were 
proposed, however, as a forward step. 

' Yet see the excellent “model” bill which was drafted by the American 
Association for Social Security and for which Professor Herman A. Gray 
and Abraham Epstein were largely responsible. 
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THUNDER ON THE LEFT 


T he administration’s program was sharply 
challenged both in Congress and before the 
public by two plans of a much more radical 
nature. These were the Townsend Old Age Pen- 
sion Plan and the Lundeen Bill for Unemployment 
Insurance. 


The Townsend Plan 

The Townsend plan burst into nation-wide 
prominence during the latter part of 1934 and the 
first part of 1935.^ It proposed that all persons over 
the age of sixty irrespective of their personal means 
were to receive $100 a month from the national 
government on condition that they fulfill two 
conditions. These were, first, that they would 
retire from regular employment; and second, that 
they would agree to spend the money received 
within the month. The expenses were to be financed 
by a national tax on all “transactions.” Its sponsor. 
Dr. Townsend of Long Beach, California, claimed 
for his method not only that it would (i) care 
properly for the aged, but also (2) remove unem- 
ployment by withdrawing the older workers from 

' See F. G. Townsend, Old Age Plan for Revolving Pensions, 
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the labor market, (3) increase in some fashion the 
total quantity of purchasing power and hence 
build up production and employment and finally 
(4) speed up the circulation of money and hence 
help to revive business. 

The arithmetic of the Townsend plan was some- 
what startling. There were 10.4 million people in 
1930 who were sixty years of age and over and by 
1935 this number had probably increased to about 
eleven million. It is probable that at least ten of 
these eleven millions would have claimed the 
Townsend pension since the conditions attached 
to it, namely, that one should retire from industry 
and spend the money, could scarcely be regarded 
as onerous. This number of persons each receiving 
a pension of ^200 a month or $2,400 a year would 
have required a total annual outlay of 24 billions of 
dollars. Since the national income of 1934 was prob- 
ably not much, if any, in excess of 48 billions, this 
would have meant turning over one-half of the 
national income (on the assumption that prices 
would not increase and that the real national in- 
come would remain constant) to about 8 per cent 
of the population. 

Dr. Townsend declared that his plan could be 
financed by a 2 per cent tax on transactions. Such 
a tax would of course pyramid as commodities were 
moved on through the various processes of fabrica- 
tion and of marketing. Robert R. Doane, Dr. 
Townsend’s economist, estimated that such a tax 
on physical goods would yield in 1935 four billions 
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of dollars; if levied on all producer and consumer 
expenditures, the yield was estimated at six bil- 
lions, and on all gross transactions and transfers 
at between nine and ten billions of dollars.^ The 
yield, according to Mr. Doane, would have been 
double these amounts on the 1929 basis of activity. 
It was clear, therefore, that Dr. Townsend’s pro- 
posed scale of financing would not have sufficed to 
pay the full benefits which he promised. Since the 
total volume of retail sales in 1934 probably did 
not exceed thirty-two billions of dollars, the tax if 
levied on material goods alone, and by an amount 
necessary to raise the needed twenty-four billions, 
would have necessitated an increase in the final 
retail prices of about 75 per cent.* If levied on ser- 
vices as well as goods it would have increased prices 
by about 50 per cent. The unskilled laborer receiv- 
ing $16 a week would, therefore, have had his real 
income reduced by from one-third to three-sevenths 
in order that those over sixty years of age might 
receive ^50 a week. These sums, moreover, were to 
be paid to the aged irrespective of their need and 
might indeed be claimed by such persons as Ford, 
Rockefeller, Mellon and Morgan if they were to 
satisfy the two simple conditions which were 
required. 

What then shall be said about the claim that the 
Townsend plan would build up purchasing power 


' See Senate Hearings y op. cit., p. 1244. 

* This is of course on the assumption that the amount of bank credit would 
expand correspondingly. 
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and increase production? The initial advance of 
money to finance the plan would temporarily have 
increased the total quantity of monetary purchas- 
ing power and hence have expanded consumption. 
It would consequently have probably restored some 
of the unemployed to work and have raised pro- 
duction.* But, thereafter, since the plan was to be 
financed by a sales tax the result would really not 
have been a net increase but rather merely a trans- 
fer of purchasing power. The purchasing power of 
those who paid the tax would have been decreased 
by the same amount as that by which those who 
received the pensions was increased. After the first 
stimulus, no additional net increase in purchasing 
power would, therefore, have been forthcoming. 
It should also be noticed that the administrative 
difficulties of collecting the transfer tax from so 
many different persons would be enormous, while 
perhaps even more trouble would have been caused 
by the task of preventing the pensioners from re- 
taining paid employment and of requiring them to 
spend every month their full pension of $ 200 . 

Despite its economic weakness, however, the 
Townsend plan attracted an extraordinary amount 
of public support. Many millions of signatures were 
obtained to petitions asking Congress to adopt the 
plan, while the letters advocating it which were re- 
ceived by Congressmen probably themselves ran 
up into the millions. By the middle of February, 

^ Part of this increase in monetary purchasing power would have been 
counterbalanced by an increase in prices. 
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1935, Dr. Townsend testified that there were no 
less than 3,000 Townsend clubs in existence with 
an average membership of 150 persons in each. 
Within less than a year the various branches of 
the Townsend movement took in no less than 
$85,000 in contributions to further their work of 
propaganda. 

While, therefore, it was impossible to enact the 
Townsend plan, the widespread popular support 
which it had obtained probably did weaken the die- 
hard opposition to the security bill. While the 
major portion of the sentiment in favor of the bill 
had been created both by the drift of conditions 
and by the work of such pioneers as Rubinow, 
Commons and Epstein, the agitation in behalf of 
the Townsend plan did help to break down opposi- 
tion to the idea of greater social security and to 
obtain support for the idea in quarters which would 
have been unaffected by more soberly drafted pro- 
posals. At the same time, however, it pitched the 
hopes and claims of its supporters on far too high a 
level and without educating them in the realities 
of the problem served to make them dissatisfied 
with any practical step taken. In short, the way in 
which the Townsend plan was suddenly taken up 
by millions well illustrates an all too general tend- 
ency of the American mind. That tendency is to 
ignore almost completely, during periods of rela- 
tive prosperity, any defects in the social order and 
any well thought-out program for their improve- 
ment but to embrace enthusiastically during 
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periods of depression hasty and ill-considered 
schemes which are impossible of fruition. 


The Lundeen Bill 

The other plan which was advanced from the 
left was the Lundeen bill for unemployment insur- 
ance. This proposal had been previously advocated 
by various left-wing groups and it was introduced 
into Congress in 1934 by Representative Lundeen 
(Farmer-Labor) of Minnesota^ and again intro- 
duced by him in 1935.* This bill provided for the 
payment of unemployment compensation out of 
the funds of the national government to all unem- 
ployed persons over the age of eighteen years for as 
long as they were out of work through no fault of 
their own. It thus included those who were then out 
of work as well as those who would lose their jobs 
in the future and it covered self-employed persons 
such as farmers, merchants, professional workers, 
etc., as well as those who worked for wages. It 
furthermore made no exemptions among the 
workers themselves as the administration’s bill 
later did for farm laborers and domestic workers, 
but was instead all-inclusive. The amount of the 

^ H. R. 7598, 73rd Congress, 2nd Session, 1934. Sec also the Hearings on this 
bill; D. W. Douglas, “What Kind of Unemployment Insurance,” Social 
Work Today, Vol. I (May, June, 1934) pp. 3-6; Mary Van Klceck, “The 
Workers Bill for Unemployment and Social Insurance,” New Republic, 
Vol. LXXXI (December 12, 1934), pp. 121-124. 

*H. R. 2827, 74th Congress, ist Session, 1935. See also Hearings on this 
bill. 
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benefits was to be at least equal to the full prevail- 
ing local rate of wages but in no case was to be less 
than $io per week, plus ^3 for each dependent. 
Those who were given only part-time employment 
were to receive the difference between their earn- 
ings and the local wages for full-time. The cost of 
these benefits was to be paid for by the govern- 
ment out of taxes on inheritances, gifts, and in- 
comes of over $5,000 a year, and no payroll levy 
was to be made upon either the employers or the 
employees. It was not however to be administered 
by the government but by bodies elected by 
“workers’ and farmers’ organizations,” under rules 
approved by such groups. In the last draft of the 
bill the same provisions were also to be carried out 
for all workers and farmers who were unable to 
work for any reason, whether this inability was 
caused by sickness, old age, maternity, industrial 
injury, etc. The original proposal was thus widened 
to include social protection against all forms of 
involuntary lost time and not merely against 
unemployment alone. 

The foregoing description of the Lundeen bill 
will have indicated why many came to support it. 
It promised self-respecting aid to those who were 
then unemployed and did not merely confine itself 
to those who in the distant future might lose their 
jobs. Its appeal was, therefore, immediate. Fur- 
thermore, it was inclusive. It barred no one and 
reached out to include the farmers, the professional 
workers and the self-employed as well as the wage- 
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earners. Its scale of benefits was far more ample 
than that provided either by relief or by any insur- 
ance system which was likely to be set up. It de- 
manded that the unemployed should be guaranteed 
enough to give them at least a minimum of physical 
subsistence and should not be provided with less 
than this either by relief or by insurance. This of 
course made a strong appeal to the unemployed 
and those on relief and this appeal was increased 
by the provision that the administration of the 
system was to be in the hands of the workers and 
farmers and not to be conducted by the govern- 
ment. To men and women who were smarting under 
the rules laid down by relief officials where almost 
complete destitution was required before aid would 
be given, this provision, as well as the more ample 
scale of benefits, seemed fundamental. Finally the 
plan proposed to care for the unemployed on this 
scale and in this manner for as long as they were 
unable to find suitable employment instead of 
dropping them at the end of a given period as would 
inevitably be the case under the projected unem- 
ployment insurance laws which were to be passed 
by the states. 

The main driving force behind the Lundeen bill 
was originally furnished by the communists. But 
many noncommunists came to support it because 
they believed it to be the most thoroughgoing and 
adequate proposal which had been put forward for 
taking care of the unemployed. To many it seemed 
to be merely the American replica of the demand of 

[76] 



THUNDER ON THE LEFT 


the British Labour Party that the unemployed 
should be given “work or maintenance.” While 
officially opposed by the American Federation of 
Labor, it was endorsed by a number of city federa- 
tions and by a very much larger number of local 
unions. It was also supported by a surprisingly 
large number of social workers led by Miss Mary 
Van Kleeck of the Russell Sage Foundation. 

Many old-time advocates of unemployment in- 
surance, however, pointed out several crucial de- 
fects in the bill which to them made the proposal 
highly impracticable. 

I. The bill proposed to compensate for the un- 
employment of self-employed persons. But how, it 
was asked, could it be determined whether in fact 
such a person was unemployed; when for example 
was a doctor, a lawyer or a farmer unemployed? 
The test as to whether a wage or salaried worker 
was unemployed could be made fairly definite. Was 
his name on the payroll of industry? If not, he 
could properly be regarded as out of work. But no 
such test could be imposed upon the self-employed. 
How few patients, for example, did a doctor have to 
have before he could be so classified, or how few 
clients a lawyer? How low must a merchant’s 
sales have to fall before he could obtain aid, and 
would a farmer be compensated during the winter 
months? When it is remembered that the bill also 
provided that part-time workers were to have their 
incomes brought up to the prevailing local wages, 
it will be seen that still further complications would 
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be created in the case of these self-employed 
workers. 

The advocates of the Lundeen bill replied that 
these criticisms were after all but minor in nature 
and that all these problems could be easily ironed 
out by the administrative commissions which 
would be elected by the workers and farmers them- 
selves. The opponents of the plan rejoined that this 
merely begged the issue and that these commissions 
would still have these problems to settle. 

2. It was furthermore alleged that the proposed 
administrative set-up was thoroughly illogical. 
The government supplied all the funds for the pay- 
ments but had virtually no control over them. The 
commissions chosen by the farmers and workers 
would naturally wish to protect the interests of 
those who elected them and to whom they would 
be responsible. In consequence, it was feared that 
the decisions of such bodies would be overwhelm- 
ingly in favor of the applicants, and the result 
would be a wholesale raiding of the public treasury. 

3. This would be increased, it was charged, by 
the fact that the compensation granted would at 
the least be equal to what the applicant could earn 
if employed, while in a large proportion of the cases 
it would be more. It will be remembered that the 
bill did call for benefits at least equal to going 
wages but not less than ^10 a week for each worker, 
plus I3 for each dependent. If workers were paid 
as much when they were unemployed as when they 
had a job, what incentive, it was asked, would there 
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be for them to seek employment? Furthermore in 
the case of many workers who had dependents, 
they would actually receive very much more if 
unemployed than if they had a job. Thus, an un- 
skilled laborer with a wife and four dependent 
children would receive $2^ a week if he were unem- 
ployed, whereas he might be fortunate to receive 
$16 a. week if employed (i.e., 40 hours of work at 
40 cents an hour). Under such conditions, it was 
alleged, malingering would flourish; men would not 
try to obtain work; and the administrative boards 
controlled by those who were drawing the benefits 
would not put sufficient pressure upon them to 
make them do so. 

Finally, it was pointed out that when Soviet 
Russia had a system of unemployment insurance, 
it did not pay benefits equal to 100 per cent of 
wages, but instead only about 35 per cent of the 
customary wage and that for a limited period of 
time.* It was, therefore, asked whether it was not 
inconsistent of the admirers of Soviet Russia to 
ask a capitalistic nation to provide a far more 
liberal scale of benefits relative to its wage struc- 
ture than Russia itself had granted. 

Proponents of the Lundeen bill replied to all this 
by saying, first, that if men had the chance to work 

' See the chapter by the author on social insurance in the volume Soviet 
Russia in the Second Decade ^ edited by Chase, Dunn and Tugwell; also 
Russia after Ten Years (International Publishers), pp. 44-49. Benefits equal 
to 100 per cent of wages were, however, granted in the case of sickness and 
accidents without any appreciable stimulus to malingering at least up until 
1928. 
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they would do so and they would not lie idle merely 
because they could get as much money. Secondly, 
that where the benefits exceeded the prevailing 
wage, this diflferential would withdraw workers 
from the labor market and by making labor more 
scarce would raise the wage rate until it at least 
equaled the unemployment benefits. The benefits 
to the unemployed could thus be used as a lever to 
compel industry to pay a living wage to those who 
were employed. In a sense, therefore, this pro- 
posal meant that the benefits could be used to 
finance a tacit strike to make the scale of benefits 
the scale of wages. ^ Finally, the Lundeenites de- 
clared that it was quite proper for a wealthy and 
prosperous country such as the United States to 
pay a scale of benefits which a poor country like 
Russia, which had always been industrially back- 
ward, could not afford. 

4. The final fundamental objection to the Lun- 
deen bill was that it would involve a financial bur- 
den which would be too heavy for the country to 
bear. Since there were at least ten million unem- 
ployed who would have to be paid either the going 
rate for their labor or more, this would have meant 
at the very least an annual average of ^1,000 and 
a minimum yearly total outlay for unemployment 
of ten billions of dollars. The addition of similar 

^ The bill explicitly provided that the benefits were to be paid to those who 
refused to work for “less than average local or trade-union wages/* It would 
not have been difficult to have formed unions which would have demanded 
that the relief scale should furnish at least the minimum rate for unskilled 
labor. 
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provisions for those unable to work because of old 
age and illness would have required at the very 
least close to another ten billions. The Lundeen 
bill, therefore, in its mature lorm called for almost 
as large an outlay as the Townsend plan, although 
it aimed to benefit a wider group who were in 
greater need and to finance the expenses in a more 
democratic way. 

It was apparent, therefore, that, even if the public 
agreed to pay such relief benefits, they could 
scarcely be financed out of the existing national 
income. Some of the supporters of the bill tried 
sincerely to prove that this could be done, but it is 
probable that there were others who realized that 
this was impossible and who indeed partly advo- 
cated the plan because they knew it could not be 
fulfilled under the existing set-up. Many of the 
advocates believed that if these benefits were once 
established and if it developed that they could not 
be paid out of the existing national income, the 
people of the country would then demand a re- 
organization of industry and would insist that men 
be put to work producing for each other under a 
program of production for use rather than profit. In 
the minds of some there was, therefore, an unques- 
tionable desire to use the Lundeen plan as an initial 
wedge to obtain the socialization of industry. There 
were many advocates of the plan who did not go 
so far as this. The hearings on the bill before the 
House Committee on Labor disclosed such support 
for the measure that this committee by a close vote 
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recommended its passage.^ The administration 
forces, as we shall see, prevented the bill as such 
from coming to a vote but when it was offered in the 
House as an amendment to the administration’s 
bill it obtained approximately fifty votes. 

The Lundeen bill, however, like the Townsend 
plan, had an effect upon the course of legislation 
and we may expect it to exercise a continuing influ- 
ence upon the future trend of unemployment 
insurance. The radical and sweeping nature of its 
proposals enabled the administration forces to say 
to the indifferent and to the conservative that unless 
the latter accepted the moderate program put for- 
ward by the administration they might later be 
forced to accept the radical and far-reaching pro- 
visions of the Lundeen bill. As is generally true in 
political strategy, the center was thus able to use the 
left as a club against the right. 

But perhaps even more important may be the 
effect which the Lundeen bill will have in the 
future. The state systems of unemployment insur- 
ance which will be set up will necessarily furnish 
the workers with only a partial and incomplete 
protection against unemployment. Unless all signs 
fail, a large section of the working class will con- 
tinue to advocate the basic principle of the bill, 
namely, that those unemployed through no fault of 
their own are entitled to maintenance on the basis 
of at least a minimum of physical subsistence. This 
has already become the fundamental issue which is 

* Sec Report No. 418, 74th Congress, ist Session, March 15, 1935. 
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being pushed by the more militant members of the 
British Labour Party.* Fundamentally the issue 
which was joined between the administration’s bill 
and the Lundeen plan was the question whether 
“social-reform” capitalism can provide adequate 
security against the great social risks of industry. 
If such a program of social reform provides only 
partial protection for limited periods of time to 
restricted groups in the population, while the great 
social risks still continue in a widespread and severe 
form, we may expect the agitation for the principles 
of the Lundeen bill to continue and to increase. 
A demand for a new organization of industry and 
politics may well accompany it. This will make it 
possible to provide the more adequate protection 
which will be claimed. Social-reform capitalism 
will then undergo a most severe test. 

^ See the able discussion of this point by Mrs, Helen F, Hohman in her 
British Social Insurance and the Minimum Wage. 
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THE LEGISLATIVE HISTORY OF 
THE SECURITY ACT 

T he friends of the social security movement 
urged the necessity of speed upon the ad- 
ministration if it were to obtain cooperative 
action from the states in the near future. For vir- 
tually all the state legislatures were meeting during 
the early months of 1935. Most of them would, 
however, adjourn their regular sessions by the mid- 
dle of the spring and would not normally reconvene 
for nearly two years or until the beginning of 1937. 
It was, therefore, pointed out that quick action in 
drafting the bill and in its consideration by Con- 
gress were essential if the program were to be 
accepted by any considerable number of states in 
1935 or indeed even before 1937. 

The Bill As Introduced 

It was not, however, until the fifteenth of 
January that the Committee on Economic Secu- 
rity made its report* and on the seventeenth that 
the bill was introduced into Congress by Senator 
Wagner in the upper branch and by both David 

^ Report to the President of the Committee on Economic Security, Sec also 
Supplement to Report to the President of the Committee on Economic Security, 

[84] 



THE LEGISLATIVE HISTORY 


J. Lewis of Maryland and R. L. Dough ton of North 
Carolina in the House. Representative Lewis, it 
will be remembered, had, during the preceding 
Congress, jointly sponsored with Senator Wag- 
ner the unemployment insurance bill, while Mr. 
Doughton had then been either indifferent or op- 
posed to it. The latter now, however, also attached 
his name to the draft, ^ and under administration 
guidance it was referred to the Ways and Means 
Committee, of which he was chairman. This refer- 
ence to the Ways and Means Committee instead of 
to the House Committee on Labor seemed some- 
what illogical to some and was explained by certain 
cynical students of the political scene on the 
ground that the administration feared that the 
relatively progressive or radical Committee on 
Labor would so liberalize the provisions of the 
measure that the administration would be forced 
into a more radical position than it wished to 
assume. With the far more conservative Committee 
on Ways and Means no such fears need arise. Justi- 
fication for this action was, however, found in the 
fact that the measure involved public appropri- 
ations together with further contributions by or 
taxes upon employers and employees. It might, 
therefore, be said with some propriety to be a mat- 
ter with which the Ways and Means Committee 
should deal. Similarly, in the Senate the bill was 

‘ It was intimated by several newspaper correspondents that this was done 
in order to obtain credit in the public eye for an act which was about to 
pass. 
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referred to the Committee on Finance rather than 
to that on Labor. 

Hearings started in the House on January 21 and 
in the Senate on January 22. As the bill began to be 
studied, however, it was soon discovered that the 
technical job of drafting which had been confided 
to the legal staff of the Department of Labor had 
been poorly done. There was little or no logic in 
the sequence of topics covered and some of the 
language was ambiguous and, indeed, in places 
unintelligible.* 

In the bill, as it was introduced, there were a 
number of salient features which need to be noticed. 
Under the old age pension section, fifty million dol- 
lars was appropriated for the year ending June 30, 
1936, and one hundred twenty-five millions of 
dollars for each of the subsequent years. It was 


^ Thus, the outline of the bill (H. R. 414^ and 7260; S. 1 130) was as follows; 

Title I Appropriations for old age assistance. 

II Appropriations for aid to dependent children. 

III Earnings tax (for old age insurance). 

IV Social Insurance Board. Under this were included: (a) The provi- 
sions governing the payment of monthly annuities under manda- 
tory old age insurance; (^) Allotments to states for the adminis- 
tration of unemployment insurance. 

V Annuity certificates. 

VI Imposition of Tax (offset method for unemployment insurance). 
This title contained in fact a jumble of material. The definitions 
under this title were given towards the end, being preceded by 
the levying of the further tax and provisions for allowable credit. 
The sections of the bill which granted additional credit where the 
contributions of individual employers were reduced because of 
progress in stabilization were almost totally incomprehensible. 

VII Maternal and child health and child welfare. 

VIII Appropriations for public health. 
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provided that in order for any state to receive the 
federal aid for this purpose it was necessary that: 
(a) The plan should be state-wide and if adminis- 
tered by counties or localities should be mandatory 
upon them. The state should itself participate in a 
substantial financial manner. (^) There should be 
one central state authority which would be in gen- 
eral charge of the administration of the pension 
system. To this body individual claimants might 
appeal if they were denied by the local authorities, 
and it was also charged with the duty of making 
the necessary reports to the federal administra- 
tion. (c) The pensions granted must, when added 
to the private incomes of the aged person, furnish 
“a reasonable subsistence compatible with health 
and decency.” The decision as to what this “reason- 
able subsistence” would be was to be in the hands 
of the federal authority administering this section 
of the act. (d) The pensions could not, at the least, 
be denied to citizens of the United States who in 
other respects were eligible. This clause aimed to 
do two things. It made it optional for the states to 
grant pensions to aged aliens and it sought to place 
some protection, if they were citizens, around 
Negroes and other racial minorities and groups 
which might locally be oppressed; so that if they 
were otherwise eligible they could not be denied 
pensions, (e) The pensions were ultimately to be 
granted to all those of sixty-five years and over 
whose incomes and that of their families were in- 
sufficient to provide the “reasonable subsistence” 
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mentioned on page 87. Following a suggestion which 
had originally been made by Mr. Epstein in 1934 
the states were now given a period of grace until 
1940 during which they could confine the benefits 
to those of seventy years and over. This was done 
because so many of the existing state laws had 
fixed seventy years as the age of eligibility. ( f) The 
state laws must not deny benefits to those who had 
resided in the state for five of the ten years preced- 
ing the date of application. This was a much lower 
residence requirement than that which had been 
imposed by the majority of the existing state laws, 
for these had naturally been framed with a view 
to preventing an influx of aged persons into the 
pioneering states. 

The amount of the federal aid was to be one- 
half of the pension paid by the state subject to a 
monthly maximum grant by the federal govern- 
ment of ^15. The general administration of the 
grants for old age assistance was to be given to the 
Federal Emergency Relief Administrator,^ who 
had the power to compel the respective state 
authorities to establish such “methods of adminis- 
tration” as were approved by the administrator. 
If a state failed to come up to the legislative and 
administrative standards laid down, the federal 
administrator then had the right to withhold from 
that state the federal grants. 

' The Federal Emergency Relief Administrator was also given charge in 
the original draft of the allotments for aid to dependent children or what 
are popularly known as mother’s pensions. 
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So far as the mandatory taxes for the purpose 
of providing old age insurance were concerned, the 
scale of payments prescribed was that which has 
already been outlined in Chapter 11 . These taxes 
were to be collected by the Bureau of Internal 
Revenue under the direction of the Secretary of 
the Treasury and were to be effected through the 
purchase of special stamps, etc. The bill, as intro- 
duced, provided for an extraordinarily wide degree 
of coverage by specifying that the contributions 
were to be made by and on behalf of all manual 
wage-workers and all salaried employees under 
sixty years of age. It was not, however, to be 
levied on that portion of a worker’s salary which 
exceeded $250 a month. No occupations or indus- 
tries were to be excluded except public employ- 
ment and the railways.* Farm laborers, domestic 
servants and employees of non-profit seeking 
organizations were definitely included. Similarly, 
no firms were excluded because of smallness of 
size, and the firms with one employee were included 
along with the giant corporations. 

The monthly annuities which were to be paid to 
these insured persons who reached the age of sixty- 
five and for whom contributions had been paid for 
at least two hundred weeks were to be those pre- 
viously outlined in the second chapter. Those for 
whom taxes were paid only after 1941 were to re- 
ceive in annuities a basic 10 per cent of their aver- 

^ At that time it was thought that the railway workers were provided for 
under the Railway Retirement Act. 
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age wage plus i per cent for each year over five 
(i.e., for each forty weeks beyond the first two 
hundred weeks) for which such contributions had 
been made. 

Let us now turn to the unemployment insurance 
provisions of the original bill. It provided during 
the first two years of 1936 and 1937 for a sliding 
"cale of payroll taxes upon industry based upon 
bv\siness conditions. The normal tax was supposed 
to be 3 per cent of the payroll, which was of course 
to be solely paid by the employers. But it was pro- 
vided that if the index of production of the Federal 
Reserve Board during the year ending September 
30, 1935, was less than 84 per cent of its 1923-1925 
average the payroll assessment was then to be 
only I, per cent. If the index was between 84 and 
95 per^'cent the assessment was, however, to be 2 
pet cent.’ In order that an employer might obtain 
a credit up to 90 per cent of the federal tax, it was 
necessary that payments to the unemployed should 
not begin until two years after the contributions 
first began to be made under the separate state 
laws. The payments of the state benefits were to 
be made through the public employment offices of 
the states and the sums collected by the states 
were to be deposited in a federal unemployment 
trust fund under the direction of the Secretary of 
the Treasury. These monies might be invested in 
government bonds or any obligations which were 

* It was provided, however, that the assessment for 1937 could not be less 
than that for 1936 even though the index of production were lower. 
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guaranteed both as to principal and interest by the 
federal government. 

It will be remembered that the funds for the 
administration of the unemployment laws of the 
various states were to be supplied from loo per 
cent grants by the federal government. Although 
it was not explicitly stated, it was understood that 
these sums were in turn derived from the one-tenth 
of the federal payroll tax against which offsets 
could not be credited. An initial appropriation of 
4 million dollars was made for the fiscal year end- 
ing June 30, 1936, but the total amounts which 
could be distributed for this purpose were to be 
49 millions a year in subsequent years. In return 
for these grants, the Social Insurance Board, which 
was to administer this and certain other sections 
of the act, was to require that all positions under 
the state unemployment insurance acts were to be 
“filled by persons appointed on a nonpartisan basis 
and selected on the basis of merit under rules and 
regulations prescribed and approved by the Board.” 
The board was also to see that the administrative 
rules and practices of the states were calculated to 
insure full payment of the benefits. 

The scope of the payroll tax for the purpose of 
stimulating the states to take action in the field of 
unemployment insurance was indeed broad. It 
included employers with four or more employees, 
except government and public agencies. The em- 
ployers were taxed on their entire payroll and not 
merely on those of manual workers and salaried 
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workers under a specified amount. This meant 
that the taxes would be collected on the salaries 
of executives, etc., who might not come under the 
protection of the various state funds, or who if they 
did would be given only comparatively small 
benefits in relation to their salaries. 

The states were left largely free to adopt almost 
any type of insurance system which they wished. 
They could put into effect state-wide pooled funds, 
plant reserves, or industry funds composed of sub- 
groups of employers. Provision was also made to 
recognize plans for guaranteed employment. It was 
provided, however, that those who contributed to 
plant and industry funds could obtain an offset 
against the federal tax only if they also contributed 
1 per cent of their payrolls to a pooled state fund 
in order to help provide a reserve for other indus- 
tries. The offset provisions for the plant reserve 
plans were unfortunately almost completely unin- 
telligible to the average reader. Their intention 
was, however, to enable these employers to credit 
against the federal tax not only the amounts which 
they actually contributed but also the amounts 
which they were freed from contributing because 
of the relative stabilization of labor within their 
establishment or industry, which they had either 
effected or which had just “happened.” 

In addition there were, as I have indicated, ap- 
propriations for general welfare and health pur- 
poses. The sum of 25 million dollars was to be 
appropriated to provide federal aid to the states 
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for the care in their homes of dependent children 
under the age of sixteen on condition that the 
states would furnish twice as much money as 
the federal grants. This was to be handled by the 
Federal Relief Administration and was intended 
to supplement and to extend aid already given by 
most states under the so-called "mother’s pension" 
laws. A further annual appropriation of 4 million 
dollars was also provided to aid maternal and 
infant care. This was designed to continue the work 
which had been started after the war under the 
Sheppard-Towner act, but the federal appropri- 
ations for which were later discontinued. Unless 
prevented by "exceptional circumstances" the 
states were expected to match these latter federal 
grants by an equal appropriation, although some 
federal funds were to be made available to the 
poorer states without this requirement of match- 
ing. The administration of these funds was given 
to the Children’s Bureau, which had been the 
agency to administer the rather short-lived Shep- 
pard-Towner act. An annual sum of 3 million 
dollars was provided in the form of federal aid for 
the care of crippled children, and these sums 
"except in the case of severe economic distress" 
were to be matched by equal amounts from the 
states. Another one and a half million dollars was 
to be granted for various child welfare purposes. 
The major portion of this, as in the other welfare 
grants, had to be matched by corresponding state 
appropriations, but some was left free to be allotted 

[93] 



THE BACKGROUND 


outright to the most hard-pressed states. Finally 
there was an appropriation of lo million dollars 
yearly for public health. Eight-tenths of this was 
to be turned over by the U. S. Public Health Serv- 
ice to the states for the purpose of developing 
public health work. These were outright grants 
which did not require matching. The remainder, 
or 2 million dollars, was to be retained by the 
Public Health Service for research into the prob- 
lems of disease and sanitation. 

The general administration of the unemploy- 
ment features of the act as well as those dealing 
with old age insurance was confided to the Social 
Insurance Board of three members, who were to 
hold office for six years and receive a salary of 
^10,000 a year. The bill called for the placing of 
the board inside the Department of Labor and the 
approval of the Secretary was required for the 
appointment of officers, attorneys and experts. 
This would of course have made the Secretary of 
Labor the dominant force in the administration of 
the system. Much the same issue was coming up 
simultaneously in connection with the National 
Labor Relations Board, which was being proposed 
in connection with the Wagner Industrial Disputes 
bill, and where the Secretary of Labor was 
urging that a similar arrangement be made. 
Finally, the “officers, attorneys, and experts,” 
of the board could be appointed without regard 
to civil service provisions, but other employees 
could not. 
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The Hearings on the Bill 

Hearings on the bill were started on January ii 
before the House Committee and on the following 
day before the corresponding committee of the 
Senate. They were continued until February la 
before the former body and until the twentieth of 
that month before the latter. The witnesses before 
these committees may be divided into four groups: 
(i) Those who explained the bill and argued in 
favor of it. This group included such persons as 
the Secretary of Labor, Senator Wagner, and Direc- 
tor Witte, (a) Constructive critics of the plan, who 
although approving of many features in the bill, 
believed it could be improved in other respects. 
Representatives of this point of view were Messrs. 
Paul Kellogg, Abraham Epstein, William Green, 
President of the A. F. of L., Dr. Frank P. Graham 
and Miss Helen Hall. (3) Advocates of widely 
differing plans, such as those of Dr. Townsend and 
Congressman Lundeen. (4) Opponents of social 
insurance. Among this group should be listed 
James A. Emery, representing the National Associ- 
ation of Manufacturers, and James L. Donnelly of 
the Illinois Manufacturers Association. It was 
noticeable, however, that Henry I. Harriman, the 
President of the United States Chamber of Com- 
merce, did not attack the main features of the bill 
and that some of the opposition was not directed 
against the ultimate merits of the proposal as such, 
but rather took the ground that the time was not 
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then ripe for action and that Congress should post- 
pone approval until business conditions were better. 
The reply which was made to this contention by the 
advocates of social insurance was that if the nation 
were to wait for prosperity before it instituted the 
plan, it would never start at all because by then 
the driving force of public sentiment would be 
removed. We would then blunder into the next 
depression without any reserves being accumu- 
lated to protect the unemployed just as we had 
blundered into the present depression. It should 
be noted that one business group, namely, the 
National Retail Dry Goods Association, was 
ardently in favor of the program and produced an 
extremely intelligent and public-spirited report on 
the subject. 

The most important change of policy which was 
made by the government during the hearings was 
in the field of contributory old age insurance. As 
has been pointed out, the original plan proposed 
by the Committee on Economic Security called for 
low initial rates of contributions and for a slow 
raising of these rates so that the maximum con- 
tribution rate of 5 per cent would not be reached 
for twenty years. It also carried with it annuities 
for those in the upper age groups which would be 
in excess of the sums provided by the contributions 
by and for these older workers. These “unearned” 
annuities, as will be remembered, were to be ini- 
tially advanced from the contributions made by 
the younger workers who would not for many years 
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be eligible for their annuities, but these advances 
were to be repaid with interest by government con- 
tributions which would begin between 1965 and 
1970. Secretary Morgen thau, however, appeared 
before the House Committee on February 5 after 
the hearings had been under way for two weeks 
with the proposal that all future government con- 
tributions were to be eliminated from the con- 
tributory old age insurance portion of the bill and 
that this plan was to be put on a strictly “self- 
supporting” basis. ^ This change of policy was 
popularly supposed to be favored by the President. 
In order to eliminate the future government grants, 
two sets of changes were proposed. In the first 
place, those who retired during the next thirty 
years were to receive smaller annuities than had 
been originally proposed. Secondly, the rates of con- 
tribution were started at a higher level, namely, at 
I per cent each from the employers and workers, 
instead of half that amount as the bill had pro- 
vided. The rates rose more rapidly thereafter to a 
maximum of 6 per cent instead of to the previous 
maximum of 5 per cent. Thus, the rates paid by 
each party were to increase by one-half of i per 
cent every three years in place of every five years. 
At the end of twelve years, or by 1949, the new 
plan provided that each party would contribute 
3 per cent, whereas the former plan had provided 


^ Hearings before Committee on IVays and Means ^ House of Representatives, 
74th Congress, ist Session, on H. R. 4120, pp. 897-91 1. 
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that the maximum of per cent apiece would 
not be reached until 1957. 

In effect, therefore, this new plan called: (i) For 
cutting down the annuities paid to those who 
would retire within the next thirty years; and, if 
they were still in need after these annuities were 
paid, for meeting the difference out of the noncon- 
tributory old age pension systems. (2) For having 
the workers of the younger generation finance out 
of their payments not only the protection for their 
own old age but also the excess of payments being 
made to those in the upper groups over the con- 
tributions made by and for them. The younger 
workers were, therefore, asked to provide not only 
for their own future but in part also for the future 
of those who were more advanced in years. (3) For 
the permanent payment by future generations of 
I per cent more than under the original plan. 

A necessary consequence of this was, of course, 
the accumulation of much larger reserves for con- 
tributory old age annuities. These were naturally 
built up more rapidly out of the larger contribu- 
tions and were not drawn down as much as before 
by the advances to those in the upper age groups. 
Thus, by 1950 the original bill envisioned a total 
reserve of approximately 7.7 billions of dollars; 
while the Morgenthau plan looked forward to a 
reserve in that year of approximately 18.7 billions 
of dollars, or nearly two and a half times as much. 
The original plan had also provided for an esti- 
mated reserve of about 15.3 billions in 1965; while 
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under the schedules proposed by Secretary Morgen- 
thau this would probably amount to no less than 
42.1 billions. Under the first plan the reserve was 
never supposed to raise above the maximum of 
15.3 billions, but Secretary Morgen thau’s proposal 
called for the building up by 1980 of a total reserve 
of no less than 50 billions of dollars.^ 

Despite the fact that the House hearings closed 
by February 12, it was not until nearly two months 
later, or April 5, that the Ways and Means Com- 
mittee reported out a revised bill. Part of this 
delay was caused by the necessity of improving 
the technical drafting of the bill, which emerged 
in a much clearer and more logical fashion after 
having been revised by the committee. A part of 
the delay was, however, due to the slowness with 
which Congress faced the work during the first 
three months of the session. The failure of the 
administration to assume active leadership at this 
time and some resentment in the House against 
the administration accounted also for the lost time. 
Many Congressmen were opposed to the omnibus 
character of the measure and resented the adminis- 
tration’s attitude that it must be “all or none.” 
There were many who did not like to be forced to 
adopt a vast series of untried measures in the 
original drafting of which they had had no 
part. 

‘ The estimates of these reserves as finally prepared by the Senate Com- 
mittee on Finance and the House Ways and Means Committee were however 
somewhat less. 
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The Bill As Reported by the Ways and Means 
Committee 

The bill as reported* to the House made numer- 
ous changes in the original draft, which may be 
listed as follows. 

I. The requirement that the amount of the 
state pensions to aged persons must as a minimum 
assure “a reasonable subsistence compatible with 
decency and health” was sharply qualified so that 
this was to be done only so far as was practicable 
under the conditions in each state. One reason for 
this change was the fear on the part of many 
southern Senators and Representatives that the 
earlier provision might be used by authorities in 
Washington to compel the southern states to pay 
higher pensions to aged Negroes than the domi- 
nant white groups believed to be desirable. Con- 
versely, this very fact made the articulate and 
informed Negroes prefer either a national system 
of old age pensions or one under which the national 
government could control the minimum payments 
made by the state and could prevent discrimina- 
tion against the Negroes as such. With a consider- 
able amount of political strength in the north the 
Negroes believed they could better protect their 
race in the south under national rather than under 
state control. In fairness to the south, it should be 

* Sec Report of Committee on Ways and Means on the Social Security Bill, 
House of Representatives, 74th Congress, ist Session, Report No. 615; 
H. R, 7260; 74th Congress, ist Session, Union Calendar No. 186 as reported 
on April 5, 1935. 
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added that there were Congressmen from other 
sections of the country where there were unpopular 
racial or cultural minorities who wanted to have 
their states left more or less free to treat them as 
they wished. The desire of some states not to ex- 
pend much money for this purpose was also a 
strong factor. 

Another change may also have been connected 
with this issue. The earlier draft had provided that 
if a number of other qualifications such as age, 
need, etc., were met, assistance could not be 
denied to anyone who was a citizen of the United 
States. This was altered slightly so as to read that 
no “citizenship requirement” could exclude any 
such citizen. This might pave the way for legiti- 
matizing the exclusion of aged Negroes, Indians 
and other racial groups from pensions on other 
grounds than citizenship. 

2. The following groups of workers were ex- 
cluded from paying contributions to the compul- 
sory old age insurance fund, namely, agricultural 
laborers, domestic servants in private homes, 
casual labor, those over the age of sixty-five, sea- 
men, those in public employment and finally those 
employed by non-profit seeking organizations. The 
argument for the exclusion of this last group was 
led by representatives of the pension funds of the 
various denominations who claimed they were 
already providing for the old age of ministers, etc., 
and that the churches should not, therefore, be 
compelled to pay twice. What was sometimes omit- 
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ted in such statements was the fact that there were, 
however, other employees of religious, educational 
and charitable organizations who were not hired on 
an annual basis and who consequently were not pro- 
tected by these private funds. The exclusion of this 
group from the federal provisions left them, there- 
fore, without any protection. It was estimated that 
the number of persons covered by these provisions 
would be, according to the 1930 figures, about 25.8 
millions. This was a little over one-half of all those 
gainfully employed in 1930 and about two- thirds of 
all those who worked for wages or salary.* 

3. The higher scale of contributions advocated 
by the Secretary of the Treasury was adopted. 

4. The monthly annuities which were to be paid 
to the insured workers who reached the age of 
sixty-five were to be computed on a somewhat 
different method, namely, on the total income 
received by the workers during their insured 
lifetimes. This was graduated on the following 
basis: {a) On the first $3,000 of total wages, the 
monthly annuities were to be at the rate of one- 
half of I per cent of the total. This would mean an 
annuity of $15 a month if the person had earned a 
total of $3,000 while insured. (l>) On the amounts 
earned between $3,000 and ^45,000, or on the next 
^42,000, the monthly annuity was at the rate of 
one-twelfth of i per cent of this amount. Thus, if a 
man had earned a total of ^15,000 the added 

‘ House of Representatives, 74th Congress, ist Session, Report No, 615, 
p. 14. 
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annuity on the last $12,000 of this would be $10 
a month, making a total annuity of $25 a month. A 
person earning a total of $45,000 would receive a 
total monthly annuity of $50. (c) On all sums 
earned over $45,000 the monthly annuity was to 
be at the rate of one-twenty-fourth of i per cent. 

The minimum monthly benefit was to be $10 and 
the maximum $85. This plan, therefore, provided 
for a somewhat larger proportionate scale of bene- 
fits to the lower paid workers and to those employed 
in insured occupations for comparatively short 
periods of time. The committee also estimated that 
the reserves would ultimately be somewhat less 
than the amounts which the Treasury had believed. 
It estimated this reserve at 32.8 billions of dollars 
by 1970, whereas the Treasury’s estimates had been 
for 46.4 billions. The new figure was, however, over 
double that involved in the original proposal. 

5. The provision of voluntary annuities for 
self-employed workers and for those excluded from 
mandatory old age insurance was eliminated. This 
was done on the ground that such voluntary in- 
surance would put the government into competi- 
tion with potential private business. While in the 
past the private insurance companies had not sold 
many annuities to members of these groups, they 
hoped to have more success in the future and the 
committee did not wish to disturb their develop- 
ment of this field. 

6. So far as the payroll tax to stimulate the 
states into taking action on unemployment insur- 
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ance was concerned, the same industries were ex- 
cluded as in the case of mandatory old age insur- 
ance. In addition, however, all firms employing 
fewer than ten employees were exempted. It was 
estimated that this last exemption reduced the 
coverage by approximately 5.4 million workers,^ 
or to a total on the basis of the figures for 1930 of 
22.0 millions; and allowing 4 per cent for growth 
the estimated coverage came to nearly 22.9 millions 
for 1936. 

7. The states were no longer permitted to set 
up plant reserves or industry reserves as alternative 
types of unemployment insurance, but instead were 
required to set up only those funds “all the assets 
of which are mingled and undivided, and in which 
no separate account is maintained with respect to 
any person.” This was a severe blow to the 
advocates of the Wisconsin plan who, as has been 
hinted, occupied some powerful positions of van- 
tage in the Washington scene. The committee, 
however, had been led to its conclusion by at least 
three powerful sets of considerations. In the first 
place, they had come to see the great inadequacy 
of the plant reserve system in periods of depression 
and the pronounced inequalities of benefits which 
would result under it. Secondly, the complicated 
problems of drafting the offset provisions so as to 
give credit to employers, under the Wisconsin plan, 
for contributions which they did not make as well 

^ House of Representatives, 74th Congress, ist Session, Report No. 615, 
p.iS. 
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as for those which they did, naturally made them 
feel inclined to avoid these difficulties by removing 
the possibility of the plant reserve system. Finally, 
added doubts about the constitutionality of the 
measure would have been created, according to 
their belief, if the plant reserve system were to be 
recognized. For such a system would be accom- 
panied by unequal rates of contributions by the 
various establishments. Some firms which would 
pay nothing tor unemployment insurance would 
then be given the full 2.7 per cent credit against the 
federal payroll tax, while other establishments 
would have to pay state contributions of 2.7 per 
cent in order to obtain such an offset. Since there 
is a constitutional provision that all federal taxes 
must be uniform, such sharp differences would, it 
was believed, strengthen the case of those who 
would attack the law on constitutional grounds. 

8. The payroll taxes designed to stimulate the 
states were made less complicated than in the earlier 
draft. It was now provided that the payroll tax 
for 1936 should be i per cent, and that it should 
rise to 2 per cent for 1937 and to its maximum of 
3 per cent by 1938. The earlier provisions which 
graduated this tax according to the degree of 
recovery were, therefore, eliminated. 

9. The administrative responsibilities were, in 
certain vital respects, altered. The Social Security 
Board was removed from the Department of Labor 
and was given independent powers of appointing 
and fixing the compensation of members of its staff. 
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This was, of course, a defeat for the Secretary of 
Labor. The administration of the grants for old 
age pensions, or old age assistance, was taken from 
the Federal Relief Administration, as was originally 
proposed, and was given instead to the Social 
Security Board. This board was also entrusted with 
the work of supervising and directing the systems 
of old age insurance and unemployment insurance. 
A relative unification of the social insurance func- 
tions in an independent body was, therefore, 
proposed. The board’s powers were also increased 
by giving to it, rather than to the Relief Adminis- 
tration, the administration of the allowances for 
dependent children, or the so-called mother’s pen- 
sions. The Children’s Bureau of the Department of 
Labor, however, was still kept in charge of grants 
for the health care of mothers and infants and of 
those for crippled children. 

lo. The powers given to federal authorities for 
setting minimum standards for the personnel of 
the state bodies administering the various pro- 
visions were drastically curtailed and in fact 
virtually abolished. Thus, under the sections pro- 
viding for the state administration of unemploy- 
ment compensation and of old age pensions the 
board was specifically deprived of any power to 
lay down provisions for the states to follow in the 
“selection, tenure of office and compensation of 
personnel.” A similar denial of powers was written 
into the sections dealing with the grants for aid to 
dependent children. The reason assigned tor this 
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refusal was the familiar one of states rights. It was 
argued that the states should be free to administer 
these laws in virtually any way they wished and 
should not be compelled to follow standards laid 
down by a central government, which could not 
know the local situation as they did. One reason 
was, undoubtedly, the fact that the standards of 
personnel which would be set by the federal govern- 
ment would be far higher than those to which the 
vast majority of states, with the honorable excep- 
tion of states like New York, Massachusetts and 
Wisconsin, would conform. In other words, there 
was every probability that the local political ma- 
chines would not be allowed to dominate these state 
services if the federal administrative bodies were 
given control over the standards to be followed 
locally in selecting the personnel. But added to this 
consideration was a real fear on the part of many 
of a centralized bureaucracy and a zeal for local 
autonomy. Unfavorable reactions to the whip of 
administrative patronage as practiced by the chair- 
man of the Democratic party, Mr. Farley, also 
contributed to this desire to remove federal con- 
trol over state personnel standards. 

The Republican minority of the Ways and Means 
Committee in general declared that they favored 
more liberal federal aid for old age pensions than 
was provided, and endorsed in a lukewarm fashion 
the unemployment insurance sections. They de- 
clared themselves opposed, however, to the com- 
pulsory old age insurance sections. 
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About a week’s discussion was given to the bill 
upon the floor of the House, but this debate was 
unfortunately not on a very high level.^ Fears were 
expressed by several Representatives that the 
government grants to the states for old age pensions 
would merely permit those states which already 
had such pensions to decrease their own appropria- 
tions for this purpose by the amount of the federal 
grants. It was thus suggested that the federal aid 
would in a large proportion of cases be given to the 
states rather than to the old people. 

A revised Townsend plan was presented by 
Representative Monaghan of Montana as a sub- 
stitute for the old age features of the bill. This 
called for a special i per cent tax upon all transac- 
tions and bequests. Only the amounts thus raised 
were to be distributed in pensions to those over the 
age of sixty. In this way, it was hoped to meet one 
of the previous objections to the Townsend plan 
by confining the outlay to the amounts thus col- 
lected. In order to avoid a further criticism, the 
pensions were not to be paid to those whose in- 
comes were more than ^2,400 a year.* Precisely 
how large a pension would have been provided by 
this plan was somewhat uncertain. The best esti- 
mates seemed to indicate somewhere about $50 a 


^ See The Congressional Record, 74th Congress, ist Session: pp. 5650-5659, 
5708-5743; 5801-5825; 5830-5836; 5900-5930; 5987-6023; 6044-6048; 
6066-6107; 6112-6120; 6162-6196; 6202-6214; 6258-6289. 

* See Congressional Record, 74th Congress, ist Session, pp. 6163-6165, for 
the text of this revised measure. 
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month or $600 a year. This, however, was voted 
down 206 to 56.^ 

Similarly, the Lundeen bill, which was backed 
by the Farmer-Labor and Progressive congressmen, 
including those attached to the two old parties who 
were members of the so-called “Mavericks," was 
put forward only to be defeated 204 to 52.* 

Other amendments which were designed to 
liberalize the old age pension features of the bill 
were uniformly defeated. Thus, a proposal to raise 
the maximum federal grant to $20 a month so that 
with a corresponding pension from the state the 
total pension might be ^40 a month was voted 
down 121 to 85.® Another amendment to lower the 
age of eligibility from sixty-five to sixty years was 
also rejected, by a vote of 115 to 13.'* Similarly, 
proposals to raise the amounts initially appropriated 
by the federal government for old age pension 
grants to 500 millions and to 150 millions failed. 
Another amendment which proposed to give the 
states these grants even if they did not match them 
with equal sums failed of passage. An attempt to 
reject the old age insurance features of the act was 
then defeated by a vote of 128 to 65.® One amend- 
ment to include an appropriation for aid to the 
blind was lost by a vote of 100 to 54,* but created 

^ p. 6169. 

^ lhid,y p. 6175. 

6177. 

^ Ihid,y p. 6189. 

® Ihid,^ p. 6278. 

• Ihid,y p. 6265. 
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favorable sentiment which later led to its inclusion 
in a modified form by the Senate. 

The opposition to the bill as a whole finally 
more or less collapsed and it was passed by the 
House on April 19 by a vote of 371 to 33/ in sub- 
stantially the form in which it had been reported 
by the Ways and Means Committee. The minority 
was composed of slightly more than a score of 
conservative Republicans together with a handful 
of the most ardent advocates of the Townsend and 
Lundeen bills, who regarded the administration bill 
as being so incomplete as to be worse than nothing. 

The Draft of the Senate Finance Committee 

The Senate Finance Committee went over the 
House bill and on May 13 reported the measure 
out favorably, but with a certain number of further 
amendments.* These changes, some of which were 
extremely important, were embodied in the new 
draft. 

I. All references to the necessity for the state old 
age pensions to provide “a. reasonable subsistence 
compatible with decency and health” were elimi- 
nated. Here again the desire on the part of many 
senators from the south and other portions of the 
country to prevent authorities in Washington from 
telling their states what they should pay to members 
of racial minorities helped powerfully to discard 

' 73 /V., p. 6290. 

*See 74th Congress, ist Session, Senate Calendar, No. 66 1. Report No. 
628; H. R. 7260, Calendar No. 661. 

[ no] 



THE LEGISLATIVE HISTORY 


this clause, while a desire to economize on state 
expenditures was another factor. 

1. Persons of sixty-five years and over who were 
in receipt of annuities under the compulsory age 
insurance features were required to give up their 
jobs if employed, on penalty of forfeiting these 
monthly benefits. This was done for a dual reason, 
namely, {a) to remove the older workers from the 
labor market so that any unemployed younger 
workers might have a better chance of gaining 
employment; {h) to eliminate what the committee 
termed “the anomaly that employees over sixty- 
five may draw old age benefits while earning 
adequate wages in full-time employment.”* 

This statement reveals in a convincing fashion 
that the committee regarded the compulsory old 
age insurance as partaking far more of the nature 
of relief than of insurance. They ignored the fact 
that the contributions of the workers gave them a 
strong right to keep on working if they so desired 
and they failed to take into account the cases 
where an aged person might well need both his 
earnings and his annuity to protect him or those 
dependent upon him in any adequate fashion. 
They also paid little attention to the administra- 
tive problems of enforcing any such rule. 

3 . The sale of voluntary annuities to those not 
covered by the compulsory old age insurance pro- 
visions, which had been eliminated by the House, 
was again authorized. This time, however, the 

^ Senate Report No. 628, op, cit.y p. 3. 
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administration of this feature was given, as Secre- 
tary Morgenthau had requested, to the Treasury 
Department, instead of as originally provided to 
the Social Security Board. 

4. The requirement that all unemployment in- 
surance benefits must be paid through the public 
employment offices of that state was modified so 
that this would apply only to the extent that such 
offices existed and were so designated by the 
states. This was in line with the general tendency 
of the committee to weaken virtually every clause 
which looked in the direction of central control and 
to leave the states as free as possible to act as they 
wished. 

5. The coverage of the tax for unemployment 
insurance was broadened so that instead of exclud- 
ing firms which employed fewer than ten employees, 
it was now only to exclude those who employed less 
than four. 

6. The states were again given the opportunity 
of establishing systems of plant or industry reserves 
if they wished and a provision was further added 
that firms were permitted to oflFset against the 
federal tax credits thus granted them for so-called 
“stabilization.” 

The forces behind this return to the original 
draft were many. They included of course the 
proponents of the Wisconsin system of plant 
reserves, who though now fewer in number than 
they had been some months earlier were still 
highly placed and influential. 
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In the various state funds it was also urged that 
the previous requirement providing that the con- 
tributions of all the employers must be mixed 
without segregation would not only invalidate the 
Wisconsin and Utah^ laws, which provided for 
plant reserves, but also the New Hampshire act, 
which though it set up a pooled fund provided for 
the segregation of the separate accounts for each 
employer as a bookkeeping aid preparatory to the 
introduction of a system of merit rating.^ Senator 
LaFollette of Wisconsin was particularly active in 
seeking to give the states the option to introduce 
plant reserves, since it would otherwise be neces- 
sary to transform the Wisconsin law, to which there 
was naturally attached in that state a great deal of 
pioneering local pride. 

Finally, the decision on May 6 of the United 
States Supreme Court in holding the Railway 
Pension Act to be unconstitutional® furnished a 
further impetus to restore the option of choice to 
the states. This act had set up one combined pen- 
sion fund for all the railroads in order that the 
insolvency of any railroad would not deprive its 
aged employees of uniform benefits. The majority 
opinion of the court held that this was unjustifiable 
among other reasons on two grounds; (a) The 
age of entrance into the railroad service differed 

' The Utah law had only recently been passed. 

* For a description of the principles behind the New Hampshire act, see 
Herman Feldman, “Application of Merit Rating to Unemployment Insur- 
ance,” Social Security (1935), pp. 164-178. 

* Railroad Retirement Board v. Alton Railroad Company y 55 Supreme 
Court, 758. 
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from carrier to carrier and consequently the costs 
of providing uniform benefits for old age would 
vary as between roads, (i) The requirement by the 
act that the roads were nevertheless to pay uniform 
contributions into the fund amounted to taking 
property from some “without due process of law.” 
It was argued, therefore, with some cogency, that 
if the federal act restricted the states to such pooled 
funds this decision might furnish a precedent upon 
which the Supreme Court might well declare the 
act to be unconstitutional. This argument, there- 
fore, served at least to neutralize the contention 
that the adoption of the plant reserve system would 
violate the requirement that federal taxes must be 
uniform. This decision represented a new element 
introduced into the situation subsequent to the 
passage of the bill by the House. 

7. The Social Security Board was again placed 
under the Department of Labor instead of being an 
entirely independent department. In support of 
this restoration the committee declared that “this 
type of legislation the world over is almost invari- 
ably under the direction or supervision of the labor 
department or its equivalent. By placing the 
Social Security Board under the Labor Department, 
considerable saving in administrative costs may be 
anticipated. The committee regards it as inadvisable 
to create new independent agencies, particularly 
where their functions are closely related to the 
major functions of an existing department.”* 

* 74th Congress, 1st Session, Senate Report No. 628, p. 3. 
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It should be noted, however, that no explicit 
power was given to the Secretary of Labor to pass 
on appointments, salaries, etc., as was originally 
provided. Instead the board was authorized to 
appoint and fix the compensation of its employees. 
It is possible, however, that the Secretary of Labor 
could still have claimed the implicit power to 
control these matters of personnel on the ground 
that the board was within the department and 
therefore subject to the secretary. 

8. The administration of the grants-in-aid to the 
states for dependents’ allowances or mother’s pen- 
sions was placed under the Children’s Bureau 
rather than under the Social Security Board. This 
bureau had been entrusted with the administration 
of the grants for the health care of mothers and 
infants and for the other child-health measures. 
It was, therefore, thought proper to give it 
this further field, for which its previous studies 
had also prepared it, in order to integrate the 
administration of the various forms of aid to 
children. 

9. A new title was added appropriating |3,ooo,- 
000 annually to be allotted to the states for the 
payment of pensions by the states to the perma- 
nently blind. As in the case of old age pensions, 
the federal government was to meet half of the 
cost of these pensions but was not to pay more 
than ^15 a month for any one person. The Social 
Security Board was put in charge of this 
work. 
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The Bill on the Floor of the Senate 

When the bill came up before the Senate for 
action on June i8 and 19, three important changes 
were made in the measure as reported out from 
committee. In the first place, the power of the 
Social Security Board to sell voluntary old age 
annuities to the some twenty-two million gainfully 
employed persons not covered by the compulsory 
old age insurance was again eliminated. The move- 
ment to strike out this feature was led by Senator 
Lonergan of Connecticut, a state which is the 
home of many private insurance companies. Senator 
Lonergan’s main argument was that the private 
insurance companies were beginning to develop the 
business of selling old age annuities and that the 
government should not enter into competition with 
them. This argument prevailed despite the reading 
into the record of a letter from President Parkinson 
of the Equitable Life Assurance Company that he 
welcomed the plan because he believed it would 
popularize the idea of insurance just as the War 
Risk Insurance Act had done. Nor was the fact that 
the government sale of annuities would eliminate 
most of the selling expense attached to the private 
policies and hence enable a larger amount of protec- 
tion to be bought with a given amount of contribu- 
tions any more persuasive.^ 


* For the discussion of Senator Lonergan’s amendment, see The Congres- 
sional Record ^ 74th Congress, ist Session, pp. 10018-10023. 
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Another movement which developed consider- 
able strength upon the floor of the Senate was to 
reduce the financial burden to be borne by the 
poorer states in meeting their portion of the costs 
of old age pensions. It was pointed out that not 
only were many of the states poor in comparison 
with the general average for the country as a whole, 
but that in many cases their financial resources 
were so crippled that it was extremely doubtful 
whether they could provide their half of a monthly 
pension of I30. It was feared that the aged in those 
states would, therefore, suflFer greatly because of the 
relative poverty of the people and the govern- 
ments. To meet these needs, which were chiefly 
advanced on behalf of the southern and mountain 
states, Senator Borah of Idaho introduced an 
amendment which provided that the federal grant 
need not be limited to I15 a month and need not be 
matched equally by the states. It was instead 
provided that the minimum pension should be $30 
a month and that the government contribution 
should be added to grants by the states until the 
total reached this amount. Under this amendment 
it would have been possible for the states and 
localities to have appropriated ^i a month per 
person and the federal government would then 
have been compelled to give the remaining $29. 
This amendment would, of course, have tended very 
distinctly to shift the financing of the system to- 
wards a national basis and had this been done the 
administration of the system in all probability 
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would sooner or later have followed the same 
course. It was defeated, however, by a vote of 
6o to 1 8 .^ 

Somewhat allied to this issue was an amendment 
which was successfully sponsored by Senator 
Russell of Georgia and which was designed to 
enable federal aid to be paid for old age pensions 
for the first two years to those states which did not 
themselves make grants. At the time this amend- 
ment came up, there were thirty-three states with 
such laws (shortly afterwards two more, Illinois 
and Florida, were added) and therefore fifteen 
(later thirteen) without them. Of the states with 
these measures, only Arkansas and Kentucky, 
with its completely inoperative law, were southern 
states. Twelve of the fifteen states which did not 
have such laws were, on the other hand, south of 
the Mason and Dixon line, and it was, therefore, 
these who would profit most from such an amend- 
ment. The reason assigned by Senator Russell for 
his amendment was that some of these states were 
prevented by lack of constitutional authorization, 
as in Georgia, from appropriating money for old 
age pensions, and that he did not believe that 
the aged poor in these states should be penalized 
because of this fact. The amendment provided 
that the amount of the federal grant for the aged 
in these states was not to exceed $ 1 $ a month. 
These sums were to be paid to those persons sixty- 

^ For the debate and vote on Senator Borah’s amendment see The Con 
gressional Record^ op, cit,y pp. 10014-10017. 
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five years or older who were designated by the 
authorized state public welfare body as being 
entitled to receive them. ^ The Social Security Board 
was apparently empowered to set up or designate 
the agency to make and administer these payments 
during the transitional period.* By July i, 1937, 
however, the states were expected to have old age 
pension laws on their books and to be making 
contributions themselves to match the federal 
grants.* 

This amendment went through without apparent 
opposition, although it was feared by many stu- 
dents of the question that it would constitute a 
dangerous precedent which might continue after 
1937. Thus, the states without laws might continue 
not to pass them and the federal government in 
1937 might again be asked not to abandon the 
needy aged in these states. It was feared that it 
might also deter some states with laws from revising 
them to conform with the standards laid down in 
the bill. There was, in short, the possibility that the 
amendment would open the way for many of their 
states to dump their responsibilities upon the 
federal government instead of cooperating with it to 
fulfill them. It might thus pave the way for a dual 
system of pensions, namely, one which in some 
states would be upon a federal-state basis and in 

' This state body was to be designated by the governor but was to operate 
under rules laid down by the Social Security Board. 

* See The Congressional Recordy op, cit,y p. 10023. 

* For the discussion on this amendment see The Congressional Recordy op, 
cit,y pp. 10023-10024. 


[119] 



THE BACKGROUND 


Others be nationally financed with inadequate 
grants to the aged. 

The most important change made was, however, 
the authorization that private pension plans could, 
with certain safeguards, be substituted for the all- 
inclusive old age insurance system and the legaliza- 
tion of this “contracting out.” Such a proposal 
had been made by Senator Clark of Missouri in 
the executive sessions of the Senate Finance Com- 
mittee but had been voted down by it. He brought 
the issue before the floor of the Senate in an 
amendment which aroused the most vigorous de- 
bate which had occurred in connection with the 
entire bill. In bringing the amendment before the 
Senate as a whole, Senator Clark attempted to 
safeguard his proposal for exemption by attaching 
the following conditions which a private plan must 
meet in order to be approved by the Social Security 
Board. 

(i) The plan was to be available without limita- 
tion as to age, to any employee who elected to 
come under it. (z) The benefits payable at retire- 
ment and the condition as to retirement were not 
to be less favorable than those provided in the act. 

(3) The contributions of the employer and em- 
ployee were not to be kept with the company’s 
ordinary funds but were to be deposited with a 
life insurance company, an annuity organization or 
a trustee approved by the Social Security Board. 

(4) Termination of employment was to constitute 
withdrawal from the plan, while the worker could 
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himself withdraw later voluntarily even though he 
continued to be employed by the company. (5) 
When the employee thus withdrew before the age 
of sixty-five, the company system was to pay into 
the treasury of the United States an amount which 
would be equal to the taxes which otherwise would 
have been payable by both employer and employee 
on the past service of the worker together with 
interest at 3 per cent compounded yearly. (6) If 
an employee died, his estate was to receive at least 
as much as it would have obtained under the act. 

(7) The employer and employee were to pay into 
the private funds at least as much as they would 
have paid into the general old age insurance fund. 

(8) The Social Security Board was to have the full 
right to call for reports and to audit and inspect the 
books of the separate company plans. (9) Finally, 
according to an amendment of Senator Schwellen- 
bach’s, it was provided that no employer was to 
require the workers, as a condition for obtaining or 
retaining employment, to come or remain under 
such a private plan. 

These qualifications seemed on the surface to 
safeguard the proposal against the various dangers 
which were customarily involved in private pension 
plans and Senator Clark made a very able case for 
his proposal. He stressed the need for flexibility 
and argued against having all cases of old age 
insurance administered by one central organiza- 
tion. He declared that there were numerous private 
plans which already gave greater benefits than 

[ ] 



THE BACKGROUND 


those provided by the act itself, and argued that 
these were likely to be discontinued if no such 
exemption were granted. For few employers, he 
argued, would be able to pay not only the required 
amounts into the general old age insurance but also 
the amounts needed to maintain their private 
plans. 

Senators Wagner, LaFollette and Harrison led 
the fight against the exemption of the private 
pension plans and stressed the fact that it would 
result in an adverse selection of risks in which the 
private plans would get the younger and the 
government system the older workers. Constitu- 
tional objections were also raised against the Clark 
amendment which will be described later.* 

The forces in favor of the exemption were too 
strong and the Clark amendment was adopted by a 
vote of 51 to 35. 

After the amendments which have been de- 
scribed were passed, the bill as a whole was ap- 
proved by the overwhelming vote of 76 to 6.* The 


' See 7 ht Congresiional Record, op. cit., p. 10014. For the debate on the 
amendment see pp. 99i2“9936; 10008-10014. The sources of strength for the 
bill were of an interesting nature: A firm of insurance brokers furnished a 
great deal of the driving strength, and some companies with private plans 
bestirred themselves. With one exception, however, the insurance companies 
themselves seemed to have kept hands off. 

• The Concessional Record^ pp. 10010-10013. The six senators who voted 
“no” were Austin, Hale, Hastings, Metcalf, Moore and Townsend. AH except 
Senator Moore arc Republicans, and all arc from the North Atlantic states. 
The following conservative Democratic senators did not vote: Byrd, Glass, 
Gore, Tydings and Smith. The first two, it was announced, would have 
voted “no.” Senators Gore and Tydings merely answered “present” when 
their names were called. 


I 122] 



THE LEGISLATIVE HISTORY 


bill was then sent to conference to reconcile the 
difference between the form in which the measure 
passed the Senate and that in which it passed the 
House. 


The Bill in Conference 

A joint conference committee of the two houses 
went to work and succeeded by the middle of 
July in reaching an agreement on most of the points 
of difference with the exception of the Clark 
amendment and some minor points.^ 

The Russell amendment was compromised in 
conference to provide that where a state was pre- 
vented by its constitution from paying out money 
for old age pensions, the federal grants could be 
paid up until July i, 1937, provided that the politi- 
cal subdivisions of the state participated financially 
to the degree to which the state would otherwise 
have been asked to do. This in effect gave the 
states with such constitutional inhibitions ap- 
proximately two years in which to remove them 
and provided that in the meantime their aged could 
receive federal grants if the local and county 
governments would make the required appropria- 
tions. After July i, 1937, in order to receive the 
federal grants the states themselves would, however, 
be expected to participate in the financial support 
of the pensions. This on the whole seems a fairly 
satisfactory solution of the difficulty although 

* See 74th Congress, ist session, House of Representatives, Report No. 
1540 (July 16, 1935). 

[ 123] 



THE BACKGROUND 


there is, of course, always the danger that the so- 
called “ period of grace” may be extended beyond 
the time set and that it may harden into a per- 
manent practice. Were this to occur it would be 
unfortunate and it might lead to an extension of 
the discredited county option method into states 
which now have mandatory state-wide laws. 

So far as unemployment insurance was con- 
cerned, the House conferees receded and permitted 
the LaFollette amendment to be retained. This 
permitted states which so desired to adopt the 
Wisconsin system of plant reserves. The scope of 
the payroll tax to induce the states to pass un- 
employment insurance laws was also compromised 
by providing that it was to fall on employers of 
eight or more workers instead of the House require- 
ment of ten or the Senate provision which reduced 
this number to four. 

The House, however, had its way so far as the 
independence of the Social Security Board was 
concerned. It was made completely independent 
instead of being placed in the Department of 
Labor under the general direction of the Secretary. 
Moreover, the administration of the grants-in-aid 
to the states for the care of dependent children was 
taken out of the hands of the Children’s Bureau of 
the Department of Labor and given to the board. 
A number of other agreements were reached which 
were too detailed to analyze here. 

No agreement could, however, be reached on the 
Clark amendment and it was decided to refer this 
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question back to each house for a further statement 
of its opinion. The House voted overwhelmingly 
against the amendment on the ground that it 
would ruin the entire system of old age insurance, 
but the Senate on its side equally refused to give 
ground. A further deadlock ensued which was 
finally broken by an agreement that the act would 
be passed without the Clark amendment but that a 
joint legislative committee should be set up to 
study the matter during the interim between the 
sessions and to report to Congress when it re- 
convened in January, 1936. Since the old age 
insurance provisions were not to take effect until 
I 937 > Senator Clark was willing to agree to this 
compromise since it still gave Congress sufficient 
time to amend the old age insurance features in 
this manner should it be deemed desirable. 

The Act, with these alterations, was then quickly 
passed by both Houses of Congress during the 
week of August 5 and was signed by the President 
on August 18. 
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THE FEDERAL SECURITY ACT 




Chapter V 


UNEMPLOYMENT INSURANCE 

AS has been pointed out, the Social Security 
Act does not itself set up a system of un- 
^ employment insurance but instead aims to 
make it easier for the states to set up such systems 
for themselves. The act does this by crediting 
contributions by employers to mandatory state 
systems of unemployment insurance as offsets 
against a special federal tax on payrolls. This 
federal tax is levied exclusively upon employers 
and not upon the employees. It amounts for 1936^ 
to I per cent of all wages and salaries, to 2 per cent 
for 1937 and to 3 per cent for all subsequent years. 
These taxes are to be collected by the Bureau of 
Internal Revenue and are to be levied upon the 
wages and salaries paid out during the preceding 
year. They are to be levied upon all salaries irrespec- 
tive of the amount received. This was done in part 
because it was felt that the constitutionality of 
this provision would be endangered if certain 
incomes were completely exempted from the federal 
tax. The tax in support of old age insurance 
meets this situation by exempting that portion 
of personal salaries which were over $3,000 a 

^ Included in this are the cash values of all payments in kind. 
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year. But no such exemption is provided in the 
case of unemployment insurance, and the tax is 
levied upon the salaries of the heads of corporations 
as well as upon the low stipends of clerks and crafts- 
men. These taxes like those on incomes may be 
paid in a lump sum or in four quarterly install- 
ments.^ Employers who are not in the exempted 
industries and who have employed eight or more 
individuals during twenty weeks of a given year 
must pay this tax but those who have employed 
fewer than this number are exempted. Seven sets 
of industries and types of labor are, moreover, 
completely exempt irrespective of the number of 
workers employed in specific establishments. These 
exemptions are: (i) Agriculture. (2) Domestic serv- 
ice in a private home. Hotels, laundries, restaurants, 
etc., however, which employ eight or more workers 
are included. (3) Shipping within the navigable 
waters of the United States. This exemption applies 
to officers and members of the crew but apparently 
does not apply to longshoremen or other workers 
around wharves, etc. (4) Services of members of 
the immediate family, except that where children 
of over twenty-one years are employed by their 
parents they are to be counted as individuals and 
taxes are levied on the amounts paid to them if the 
establishment is of sufficient size. (5) The service 
of the federal government or one of its instru- 
mentalities. This would apparently also exempt 
government corporations and authorities such as 

I Sec Section 905 of the act as given in the Appendix, 
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the Alaska railroad, the Tennessee Valley Author- 
ity, etc. (6) The service of a state government or 
its subdivisions and authorities. This not only will 
exempt the employees of state governments but 
those of local governments as well. The local and 
state authorities will, therefore, not have to make 
any payments at all under this clause. This will 
also be the case for interstate authorities such as 
that of the Port of New York, etc. (7) Agencies not 
operating for profit and carried on for religious, 
charitable, scientific, literary, and educational 
purposes. 

It will be realized in all this that, of course, all 
self-employed persons are exempted but that all 
employed individuals whether paid on the basis of 
wages or salaries are included and will count as 
integral parts of the required number of workers. 
This inclusion of the higher salaried workers under 
the taxing provisions will tend either to raise the 
salary limits included in the state acts or to abolish 
them entirely and cause everyone to be taken in. 
In any event, the provision of maximum weekly 
benefits will reduce the proportionate protection 
which those in the upper salary groups will receive. 

It should be noted that these taxes are to be 
levied upon those employed in interstate com- 
merce and the states are explicitly empowered to 
tax incomes received in these occupations.* The 

' Section 906. “No person required under a state law to make payments to 
an unemployment fund shall be relieved of compliance therewith on the 
ground that he is engaged in interstate commerce or that the state law does 
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federal government in short at least temporarily 
waives its right to include these workers in a sepa- 
rate national system and permits them instead to 
be assimilated into the various state systems. Some 
administrative problems will undoubtedly arise in 
this connection, but in the case of the railroads 
the shop workers, clerks, section hands, etc., will 
undoubtedly be handled rather readily by being 
included in the systems of the states where they 
work. Train crews whose regular run extends 
across state lines will present a more difficult 
problem but their earnings can be taxed and they 
can be paid benefits in the state in which they live 
and are paid. The chief difficulty will however arise 
with those workers who are paid in one state and 
who live in another. 

Against these federal taxes, the employers may 
credit as an oflFset the amounts which they con- 
tribute under an approved state unemployment 
insurance fund with the added qualification that 
the total amount of such credits shall not exceed 
nine-tenths of the federal tax for that year. This 
means that the maximum offsets given to employers 
under the present terms of the bill are 0.9 per cent 
for 1936; 1.8 per cent for 1937, and 2.7 per cent for 
1938. If a state, therefore, levies assessments 
against its employers amounting to i.o per cent 
for 1936 and then mounting to a.o and 3.0 per 
cent for 1937 and 1938 respectively, these employers 

not distinguish between employees engaged in interstate commerce and those 
engaged in intrastate commerce.” 
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will Still have to pay o.i per cent to the federal 
government for 1936 and then 0.2 per cent and 0.3 
per cent in the two subsequent years. 

In those states which do not have unemployment 
insurance laws, the employers covered by the 
federal tax will pay the full amounts directly into 
the federal treasury. In the states which do pass 
unemployment insurance acts, the employers will 
make two sets of contributions. The first will be 
under their state system and will presumably be 
made currently. The second will be made to the 
federal government for the one-tenth of the federal 
tax which the government will retain. As long as a 
state does not assess its employers more than nine- 
tenths of the federal tax, the enactment of a state 
system will not increase the expenditures of em- 
ployers, but will merely transfer sums which would 
otherwise have gone to the federal government 
into funds or reserves destined for the relief of 
unemployment within their state. To the degree 
to which the state assessments upon employers are, 
however, in excess of 0.9 per cent for 1936, 1.8 per 
cent for 1937 and 2.7 per cent for 1938 and sub- 
sequent years, the required contributions from the 
employers will constitute an addition to, instead ol 
a reapportionment of, the federal taxes. 

As has been stated, these offsets will be granted 
only if the state laws under which the contribu- 
tions are made come up to certain minimum 
standards. These minimum standards are very few 
in number and are specified in the act. They deal 
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with the handling of the funds and the circum- 
stances and rules attending the payment of bene- 
fits rather than with the amount or duration of the 
benefits to be paid. The states are left free to adopt 
any scale of benefits they wish and to fix at their 
pleasure the waiting period and the maximum 
period of benefit. The specific standards to which 
the state laws must conform are as follows. 

1. The benefits to the eligible unemployed must 
“be paid through public employment offices in the 
state or such other agencies as the Board may 
approve.” It is fortunate that the previous freedom 
given the states to designate as disbursing agencies 
other institutions than the employment offices 
was removed in conference and that the approval 
of the board for such action was required instead. 
This should result in the whole system’s being 
soundly based on a comprehensive network of 
public employment offices. This prerequisite for 
sound administration is, in consequence, virtually 
ensured. 

2. The states are not to pay out any benefits 
until two years after the date on which the assess- 
ment of contributions is made under the state law. 
Since eight of the present nine state laws on this 
subject do not go into effect until January i, 1936, 
this will mean that no benefits can be paid by them 
before 1938. It will be virtually impossible for any 
other states which pass similar acts this year to 
put their laws into effect at any earlier date and, 
therefore, their benefits also cannot begin before 
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1938. In many cases the actual starting point will 
be at an appreciably later time. 

3. All monies received by the states in their 
unemployment funds shall immediately be paid 
over to the Secretary of the Treasury to the credit 
of the Unemployment Trust Fund, which will 
later be described. 

4. All money withdrawn by the states from this 
Unemployment Trust Fund shall be used solely 
for the payment of unemployment benefits. No 
administrative expenses are to be paid from it, 
since these are to be provided from a separate 
source. 

5. All state systems must pay unemployment 
benefits to persons who would otherwise be eligible 
if these unemployed workers refuse to accept new 
work under any of the following conditions: 

a. “If the position offered is vacant due directly 
to a strike, lockout, or other labor dispute.” In 
other words, no state system can use unemploy- 
ment insurance as a means of exerting pressure 
upon an applicant to take a job which has been 
vacated because of a labor dispute. 

b. “If the wages, hours, or other conditions 
of the work offered are substantially less favor- 
able to the individual than those prevailing for 
similar work in the locality.” This means that 
applicants may refuse work which pays “sub- 
stantially less” than the going rate, or which has 
substantially poorer working conditions attached 
to it, and may still be eligible for benefit. The States 
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are not, however, required to pay benefits to work- 
ers who refuse work which is only slightly less 
favorable than the prevailing conditions. In other 
words, it is possible for the states to set up a “zone 
of tolerance” below the prevailing rate. Within this 
zone, a worker may be asked to take employment, 
and if he refuses he may be denied benefits. This 
makes it possible for wage levels to be made more 
flexible than the opponents of unemployment 
insurance have charged would be the inevitable 
consequence of such an act. For in periods of de- 
pression unemployment insurance need not be used 
to maintain workers who rigidly insist that they 
must have the precise going rate and no other. 
Within this “zone of tolerance,” whose width will 
depend upon the definition which is given to the 
term “substantial,” there may, therefore, be adjust- 
ments of wages (if the states permit it), which in 
periods of stress may serve to lower costs and per- 
mit plants which otherwise might reduce operations 
to go on. But the workers are, however, protected 
from any severe exploitation by the requirement 
that if the unfavorable difference between the 
proffered job and those similar to it in the locality 
is “substantial,” the states must permit the unem- 
ployed person to refuse it and still draw benefit. 

The states are apparently to be given the initial 
determination of what are “substantially less 
favorable” terms of employment. This power is, 
however, subject to control by the Social Security 
Board if they try to stretch the terms too far. 
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Thus, their laws must originally not define the term 
more broadly than the federal act. On the other 
hand, it is possible for the state laws to set a more 
narrow “zone of tolerance” or to abolish it entirely 
by paying benefits to those who refuse to work for 
any amount which is under the prevailing scale, 
however slight the difference may be. Similarly, 
if in the administration of the act, the states deny 
benefits to persons who refuse to work for wages 
which in fact are “substantially” below the prevail- 
ing scale, then the Social Security Board would 
apparently have the power to step in on the 
ground that the administration of the state law 
was defeating its purpose. The board could then 
shut off the funds which the state would otherwise 
receive for administrative costs and it could also 
invoke the very clumsy weapon of denying the 
offset privilege to the employers of that state. 

This somewhat lengthy discussion can perhaps 
best be summarized by saying that the Social 
Security Board will have the general power of 
fixing the outside limit of the lower wage which 
workers must accept on penalty of losing benefits, 
but within that limit the states may fix it as they 
will. They may greatly narrow or completely 
abolish the so-called “zone of tolerance.” 

c. The third type of job which an unemployed 
person can refuse and still be eligible for benefits is 
where as a condition of employment a worker is 
“required to join a company union or to resign 
from or refrain from joining any bona fide labor 
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organization.” This means that the protection of 
unemployment insurance is not to be taken away 
from any one who refuses to sign or agree to a 
“yellow-dog” contract. This type of contract, 
already denied legal protection in the federal 
courts by the Norris-LaGuardia act, and declared 
to be illegal by the Wagner Industrial Disputes Act 
for industries “affecting inter-state commerce,” is, 
therefore, still further weakened by the Social 
Security Act. For this act will insure maintenance 
for a limited period to those who refuse to work 
under such terms. 

6. The sixth and final standard to which the 
state laws must conform is that the benefits prom- 
ised to the unemployed shall not be vested rights 
but may be altered at will by the respective state 
legislatures. 

Plant Reserves, Guaranteed Employment and the 
Of set Provisions 

The LaFollette amendment recognizes two other 
types of insuring units besides the state-wide 
pooled funds. These are; (i) Employer reserves, 
which may be those of a single employer or those of 
a group and which pay benefits only to those 
employed by the employer or employers who make 
up the insuring unit, (a) “Guaranteed employment 
accounts,” where the employer or group of em- 
ployers instead of providing payment at past wages 
for periods of unemployment guarantee their 
workers a given minimum amount of employment 
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within a given year. This minimum amount is 
thirty hours of wages for each of forty weeks during 
the year or a total of 1,200 working hours. For each 
week of work guaranteed above forty, the guaran- 
teed hours per week may be reduced by one. Thus, 
a firm which guarantees fifty weeks of employment 
will only have to guarantee twenty hours per week 
or a total of 1,000 hours. A probationary period of 
employment within the enterprise of not to exceed 
twelve weeks may also be required before the worker 
can become eligible for the guarantee. 

This amendment, therefore, not only permits the 
weaknesses of the plant reserve system with its 
inequality of benefits but also makes possible 
further inadequacies by permitting the guaranteed 
employment plans to operate on a rather low level 
of employment. Thus, a firm which in good times 
was accustomed to work fifty-one weeks of forty 
hours each and hence to afford a full-time worker 
2,040 hours of employment need offer only 1,200 
hours of employment and indeed possibly only 
1,000 hours in order to escape paying benefits. If a 
firm, therefore, employed these men for forty weeks 
at only thirty hours a week, it need not pay benefits 
either for {a) the ten hours of lost time in each of 
the forty weeks, or {b) the eleven weeks in which no 
work at all was offered. Under an ordinary unem- 
ployment insurance system a worker would at 
least receive benefits for the eleven weeks of lost 
employment subject to the deduction of a given 
waiting period. 
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The act- attempts to throw some safeguards 
around the employer reserve system and the 
guaranteed employment accounts. This is done 
through the regulation of the conditions under 
which extra credit for offsets may be granted. It 
is appropriate, therefore, to discuss at this point 
the nature of these extra credits. 

Since the argument in favor of employers re- 
serves and guaranteed employment is that they 
will stimulate the employers to stabilize employ- 
ment it becomes necessary for the tax offset to 
credit employers not only with the amount of the 
contributions which the employers actually make 
under the state laws, but also with the contribu- 
tions which they would otherwise have made but 
from which they are freed because of their supposed 
success^ in stabilizing employment. For if a firm 
which otherwise would have had to pay 2.7 per cent 
as a reserve against unemployment is able by these 
means to reduce its payments to i.o per cent, the 
hoped-for incentive would be entirely removed if 
this merely meant that it would have to pay the 
difference of 1.7 per cent into the treasury of the 
federal government. In order to meet this situation 
and to permit the employers to retain as much of 
these economies as possible, they are permitted to 
credit as offsets not only the amounts which they 
actually pay in contributions under the state laws 

^ I use the term “supposed” in no derogatory sense but merely to imply 
that in reality the favorable employment record of a firm may not have 
been caused primarily by the efforts of that firm but rather by business 
conditions as a whole. 
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but also the amounts less than the highest contribu- 
tions of any employer in their state which they do 
not pay. In no case, however, can the total credit 
exceed nine-tenths of the federal tax or reduce the 
one-tenth which the federal government must 
receive. 

In order at least partially to safeguard the abuses 
which might develop from granting these added 
credits the following provisions are laid down con- 
cerning the conditions under which they may be 
given : 

1. Where a state- wide pooled fund lowers the 
contributions of individual employers or groups of 
employers under a merit rating plan, this system of 
merit rating must be based upon at least three 
years of insurance experience. This is done to 
prevent firms which have a favorable employment 
experience for only a year or two from being given 
reductions which their later experience might belie. 
This will not remove the danger, however, that a 
plant or industry may have low unemployment for 
three years but may experience high unemploy- 
ment later because of technological conditions, 
a shifting of demand or a prolonged business 
depression. 

2. Where employer reserves are either required 
or permitted, the extra credit will be given only: 
(a) where the reserve has been able to pay benefits 
throughout the preceding year; (^) where the 
reserve amounts to at least five times as much as 
the largest annual sum paid out in benefits during 
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any one of the preceding three years; and (c) where 
the reserve equals at least 7.5 per cent of the wages 
paid out during the last year. 

In the case of the “guaranteed employment 
accounts” the lower rate is permitted only where 
the guarantee was fulfilled in the preceding year 
and where the account amounts to not less than 
7.5 per cent of the total wages bill of the firm in the 
preceding year. 

These provisions, since they will undoubtedly 
reduce some of the potential abuses of plant or 
employer reserves, prevent the payments of the 
employers from being lessened before their indi- 
vidual or industry reserves are built up to certain 
minimum amounts. They make these methods less 
attractive to the employers than the Wisconsin 
plan and therefore will lessen the pressure of the 
owners of industry to have the states adopt that 
system. But they do not remove the following 
great defects of that type of reserves: (<2) The 
total reserve of an individual plant or industry 
may, because of a sharp decline in business, be 
insufficient to provide normal benefits to their 
unemployed, whereas a broader distribution of risk 
would furnish the financial basis for more adequate 
benefits. (^) The extra payments which will have 
to be made by the employers if their reserves do not 
come up to these standards will go into the federal 
treasury rather than into their own reserves and 
consequently will not be available to pay benefits 
to their unemployed. About the most that can be 
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said for this provision is that it will offer some 
inducement lor a state, if it is resolved to pass a law 
of the employer reserve type, to enact a somewhat 
better law than might otherwise be the case. In so 
doing, it decreases the financial gain which certain 
employers would derive from a reserve system, but 
it does not guarantee an equality of benefits to the 
unemployed within any given state. 

The Investment of the Funds 

The monies collected by the state unemployment 
funds are to be deposited immediately with the 
federal treasury in an “Unemployment Trust 
Fund.” While this will be invested as a single fund, 
separate accounts will of course be set up for each 
state and the appropriate state agencies can requisi- 
tion sums from these accounts with which to pay 
current benefits. 

The Secretary of the Treasury is authorized to 
invest such a portion of the fund as is not required 
to meet current withdrawals. These investments 
may be made only in the United States securities or 
obligations which are guaranteed as to both prin- 
cipal and interest by the federal government. The 
federal government may itself issue special obliga- 
tions which will be sold solely to the fund. 

One purpose behind these provisions is to give 
added powers to the treasury to reduce business 
depressions. Thus, if the treasury feels that it is 
desirable to check an undue expansion of credit, the 
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federal government can sell to the Unemployment 
Trust Fund special bonds or short-time notes and 
will receive in return the credits of that account. 
These credits can then either be kept idle by the 
treasury or be deposited with the Federal Reserve 
Banks. In either event the employers will indirectly 
turn over to the government checks which are 
drawn upon the banking system of the country. It 
will be the banking system which will owe the 
government this money, and to meet these obliga- 
tions the banks will be compelled either: {a) to 
withdraw funds which they have deposited with the 
Federal Reserve System and hence curtail their 
power of multiplying credit upon the basis of their 
deposits with the Federal Reserve System, or {b) to 
try to build up their deposits with the Federal 
Reserve by presenting more commercial paper, etc., 
for rediscount. In either event, it is hoped that this 
will somewhat curtail the amount of bank credit 
which can be lent industry, and hence dampen 
down speculation, the rise of prices and the use of 
short-time credit to finance long-time investments. 

On the other hand, if it is felt that credit should 
be made easier and loans expanded, the treasury 
may use the funds originally derived from the 
insurance system to buy bonds in the open market. 
This will give to the banks more credits which they 
can deposit with the Federal Reserve System and 
these increased reserves will permit them to make 
more loans. But as we have seen during this 
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depression, while the increase in the liquid re- 
sources of banks may make possible an increase in 
loans, it by no means ensures it. To make such 
a potential increase actual, business must want to 
borrow more and the banks must desire to lend 
more. On a pronounced down swing of business 
neither of these conditions is likely to be the case. 
Open-market purchases are, therefore, likely to be 
ineffective at such times. 

The unemployment insurance fund will, in short, 
give the treasury more funds which it may use in 
cooperation with the Federal Reserve Board in an 
effort to contract and to expand credit at the 
appropriate times, and hence more fully to stabilize 
business. The added powers may help the govern- 
ment, if it has the necessary courage, to check in 
some degree too great an expansion of credit. But 
its success in expanding credit is likely to be some- 
what less. 

Interest equal to the average on all government 
obligations will be paid on the government securi- 
ties in which the fund is invested, so that the 
treasury and not the unemployed will pay for any 
loss of interest occasioned by using the funds for 
stabilization purposes.^ 

^ For an early program for using the insurance funds for the purposes of 
stabilization, see Douglas and Director, The Problem of Unemployment 
pp. 486-489. For a fuller discussion, see also my Standards of Unemployment 
Insurance^ pp. 180-182, and Controlling Depressions^ Chaps. V and XIII. 
For testimony before the House Committee on this point, see Alvin H. 
Hansen, House Hearings on H. R, 4120, pp. 372-376. 
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Federal Grants to the States for the Administration 
Of Unemployment Insurance 

Title III of the act provides outright grants from 
the federal government to the states for the adminis- 
tration of unemployment insurance. These funds are 
in reality derived from the one-tenth of the payroll 
tax authorized under Title IX, which will be re- 
tained by the federal government even though 
every state were to pass an unemployment insur- 
ance law. But no such organic connection between 
Title III and Title IX is admitted in the act itself. 
Instead, the grants authorized under Title III are 
made without any explicit reference to the source 
from which they are really derived and are treated 
as though they came solely from the general fund. 
This was done because of the belief that had the 
lo per cent of the payroll tax which the government 
retained been earmarked specifically for the pay- 
ment of the administrative costs to the states of 
unemployment insurance, the case for the con- 
stitutionality of the system would have been 
appreciably weakened. In order to strengthen the 
constitutionality of the act, the two titles were, 
therefore, widely separated from each other and a 
legal fiction is maintained that they have no con- 
nection with each other. The legal theory which is 
built up is that the added revenue which will flow 
into the possession of the federal government will 
then merge with the general funds of the govern- 
ment and hence will not be the separate source 
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from which the expenditures authorized in Title III 
are derived. It can then be argued that these 
revenues are derived from the general resources 
of the government into which the various sources of 
revenue have been inextricably mixed and which 
by this process will have lost their separate 
identities. 

All this may be sound from a legal standpoint 
but in terms of reality it must frankly be recognized 
that the act as a whole commits the government to 
certain expenditures in Title III and then in 
Title IX gives to the government sufficient added 
revenue from which these expenses can be met. 
While it is true that the receipts which will be 
derived from Title IX exceed those specifically 
authorized under Title III,* it is clear from a logical 
point of view that the outlay under the earlier title 
was in fact intended to be met from the revenues 
provided by the latter. This is a somewhat sad 
commentary upon the political contrivances and 
legal fictions which an inflexible and written con- 
stitution forces upon those who are seeking to adapt 


* The appropriations under Title III are 4 million dollars for the year 
ending June 30, 1936, and 49 millions for the succeeding years. The revenue 
derived from Title IX will exceed this by the time the 3 per cent maximum is 
reached, and possibly even by the time the payroll levy is 2 per cent. But 
administrative costs, if we judge from German and English experience, are 
likely to equal one-ninth of the benefits or one-tenth of the total costs. See 
my Standards of Unemployment Insurance ^ pp. 1 22-1 23. It was not by acci- 
dent, therefore, but rather from the very structure of unemployment insur- 
ance itself that the federal government was authorized in Title IX to 
retain one-tenth of the tax on payrolls instead of for example one-twentieth 
or, as in the federal inheritance tax, two-tenths. 
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the activities of the government to the needs of the 
times. 

The appropriations are made under Title III and 
are solely designed to meet the administrative 
costs to the states of their systems of unemploy- 
ment insurance. They cannot, in fact, be used for 
any other purpose. These appropriations for the 
fiscal year ending June 30, 1936, amount to 4 
million dollars and to 49 millions for all subsequent 
years. If these sums are not enough more can of 
course be appropriated later. Nor can the states in 
turn meet part of the administrative costs from the 
contributions which they may ask from their 
employers since these amounts must be paid into 
the Unemployment Trust Fund and must be used 
exclusively for the payment of benefits. It will be 
very difficult indeed for the states to disentangle 
any amounts which they may collect from the 
workers and use them for administrative purposes 
rather than for benefits. In practice, therefore, the 
exclusive source of funds for the administration 
of the state systems of unemployment insurance 
will be derived from the federal government. This 
in turn will throw a moral obligation upon the 
national government to increase these grants if and 
when the present appropriations prove insufficient 
to meet the actual needs. 

The relative amounts to be granted to the various 
states for administrative purposes are not fixed 
definitely by the act, but the Social Security Board 
is instead given large discretionary powers. It is 
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provided, however, that the board shall take into 
consideration the relative population of the states, 
the numbers covered by the respective state acts 
and the cost of proper administration. No specific 
weights are, however, assigned to these factors and 
the board is specifically authorized to take such 
others into consideration as it “finds relevant.” 
The board, however, shall refuse to authorize pay- 
ments to a state if the state law does not: (i) 
Provide “such methods of administration (other 
than those relating to selection, tenure of office, and 
compensation of personnel) as are found by the 
Board to be reasonably calculated to insure full 
payment of unemployment compensation when 
due.” Here, however, the specific removal of all 
matters relating to the choice, tenure and payment 
of the administrative personnel from the control 
of the Social Security Board makes the powers of 
the board under this clause very weak and shadowy 
indeed, (a) Grant an “opportunity for a fair hear- 
ing before an impartial tribunal for all individuals 
whose claims for benefit are denied.” (3) Provide 
for periodic reports to the board along such lines 
as the latter may direct. (4) Make available to the 
federal authorities in charge of public employment 
or public works the names, occupations, etc., of 
those receiving unemployment benefits and their 
rights to further benefit. This last requirement is 
designed to lay the statistical basis for a possible 
future program of work relief for those who will 
exhaust their claims to standard benefit. 
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In addition, the payment of the grants for 
administrative expenses is also made contingent 
upon three conditions which, as we have seen, are 
also required in order that offsets against the federal 
tax may be credited. These are: (i) That the bene- 
fits must be paid through the public employment 
offices which are set up in the states, or through 
“such other agencies as the Board may approve.” 
(2) That the state shall immediately pay over all 
sums received by its unemployment fund to the 
Secretary of the Treasury, who will then credit it 
within the Unemployment Trust Fund to the state 
in question. (3) That it must use all money which it 
requisitions from the federal Unemployment Trust 
Fund exclusively for the payment of benefits and 
that it cannot use any of it for administrative 
purposes. 

Finally, the board is given limited power to shut 
off the grants to a state if it develops that in the 
actual processes of administration a substantial 
number of persons are denied compensation to 
which they are entitled or if some of the basic 
requirements of the state laws which have just been 
enumerated are in practice denied. Reasonable 
notice of any such intention on the part of the 
board must be given the state agency and the 
agency has the right to be heard. 
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PROTECTION AGAINST INDIGENT 
OLD AGE 

AS has been emphasized, the act provides 
two types of protection for the aged, 
namely, federal aid to the states for old age 
pensions or old age assistance and compulsory old 
age insurance to the wage-earners and salaried 
employees in all but the excluded industries and 
occupations. 

Federal Aid to the States for Old Age Pensions 

The federal government will grant sums to aid 
the states in providing assistance or pensions to 
aged persons provided the laws of these states 
measure up to certain minimum standards. The 
federal government will pay half of such pensions 
up to a total of ^30 a month. This means that the 
maximum monthly amount which the federal 
government will contribute for any one person will 
be ^15. The states can, of course, pay larger or 
smaller monthly pensions than ^^30. If they^pay 
more, they will have to bear the full burden of all 
payments over ^30. Thus, with a monthly pension 
or grant of I40, they and their political subdivisions 
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will have to provide $ 1 ^. If they provide pensions 
which are less than ^30, then the federal grant is 
reduced equally with their own. If $20 is for example 
paid as a pension, ^10 of this will come as a grant 
from the federal government while the remainder 
will have to be met by the state and the localities. 
In addition, the federal government will provide a 
further amount equal to 5 per cent of its total grants 
to a state which can be used for administrative 
purposes or for pensions but for no other purpose. 

In order that a state plan of old age assistance 
may be approved, it must conform to the following 
standards : 

1. By 1940, the age of eligibility for pensions 
must not be above sixty-five years, although up to 
that time the age requirement may be as high as 
seventy years. The states may, however, fix earlier 
age requirements than sixty-five years if they deem 
it wise. If they do, the federal government will not 
make any contributions. * This will probably prevent 
virtually all the states from lowering the age of 
eligibility below this point. 

2. The plan must normally be in effect in all 
political subdivisions of the state and must be 
mandatory upon them. In other words, only state- 
wide acts will normally be recognized and it is 
planned to eliminate the optional plans as rapidly 
as possible. In states, however, which have con- 
stitutional provisions preventing them from 
establishing such a system or making a financial con- 
tribution to it, the localities are permitted, up to 

‘ That is, it will not contribute to the pensions for those under 65. It will 
still continue to pay its share for those above this age. 
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June 30, 1937, to accept such a system and to match 
the federal grants with equal appropriations of their 
own. 

3. Subject to the qualification which has just 
been noted, the states must themselves furnish 
some of the funds needed to match the federal 
grants. They do not necessarily have to provide all 
the needed money but they must provide some. 
They cannot transfer the entire financial responsi- 
bility to the localities and counties. There is no 
minimum amount that a state is required to pro- 
vide and it could discharge its legal obligation with 
a nominal grant. 

4. Federal aid will not be applied toward any 
pensions paid to aged persons who are in public 
institutions. One of the purposes of old age pensions 
thus far has been to provide a substitute for public 
institutional care and to enable the aged to be 
provided for either in their own or in other private 
homes. There is nothing in the act which restrains 
the states from paying pensions to aged persons 
who are in private institutions, and if they do so 
the federal government will match their grants up 
to the legal maximum. 

5. Either the state plan must provide for the 
outright administration of the pension system by a 
single state agency, or if this is not done, there must 
be a single agency which will supervise the adminis- 
tration of the plan by local or county authorities. 

6. Persons whose claims for old age assistance are 
denied must be guaranteed the right of appeal to 
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and a hearing by this administrative or supervisory 
state agency. 

7. The plan must “provide such methods of 
administration, other than those relating to selec- 
tion, tenure of office, and compensation of per- 
sonnel, as are found by the Board to be necessary” 
for efficient operation. Here, however, the specific 
exclusion of all federal control over personnel 
almost emasculates this section. The result may 
well be in many states that political spoilsmen will 
be placed in charge of the administration of the old 
age pensions. 

8. The state agency which administers or super- 
vises the plan must make all necessary reports to 
the Social Security Board. 

9. The state system shall not impose any resi- 
dence requirement which excludes persons who 
have resided in the state five years out of the nine 
preceding the date of his application for a pension 
provided that he has had a continuous residence 
during the year preceding his application. Since 
most of the states with old age pensions now re- 
quire ten years or more of such prior residence this 
will necessarily compel a revision of their existing 
laws if they are to qualify for the federal grants. 

10. No citizenship requirement can be imposed 
which excludes any citizen of the United States. 
This provision is doubtless included to protect 
Negroes or members of other minority racial 
groups from discrimination at the hands of local or 
state officials. The door against such discrimination 
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may, however, not be closed completely, for such 
citizens may still be denied pensions on other 
grounds than an additional requirement relating to 
citizenship. 

II. Finally, if a state later recovers from the 
estate of a person who received old age pensions 
any amount in respect to such a pension previously 
paid him, then this sum is to be shared equally 
with the federal government. 

Federal Appropriations 

For the first year, which is to end June 30, 1936, 
the act pledged that the federal government would 
appropriate the sum of JS49,750,cxx). It was believed 
that this was sufficient since the total cost of the 
state old age pensions in 1934 was approximately 
32.2 millions of dollars. For succeeding years there 
are to be appropriated the full amounts which will be 
needed to provide the federal grants for pensions 
plus an added allowance of 5 per cent for adminis- 
trative purposes. No maximum total is fixed. 
Dr. Witte in his testimony before the House 
Committee estimated that by the second year as 
the system became relatively universalized the total 
cost to the federal government for this purpose 
would be 125 millions of dollars.^ This would in- 
volve total expenditures by all governments of at 
least 250 millions of dollars. This sum will probably 
increase in future years for at least two and proba- 
bly three reasons. In the first place, there will be a 

^ House Hearings, op. cit., p. 87, 
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larger number of old people. Secondly, there is a 
general tendency for the proportion of the old 
people who apply for and receive a pension to 
increase. Moreover, in those countries which have 
adopted old age pensions, there is a pronounced 
tendency for the size of the pensions to increase and 
for the age of eligibility to be lowered. Just how 
much of an increase in the total outlay for pensions 
will be caused by these forces is, at best, con- 
jectural. The establishment of mandatory old age 
insurance for all wage-earners and the lower 
salaried workers will, of course, after a time reduce 
the future outlay on outright pensions from what 
it would otherwise have been. The actuaries at- 
tached to the President’s Committee on Economic 
Security estimated that this reduction by 1980 
would be as much as 60 per cent.* 

The grants to the states are to be made quarterly 
by the Social Security Board and are to be paid in 
advance upon the basis of estimates which are to be 
made by the state authorities and checked over 
by the board itself. If the board overestimates or 
underestimates the amount of the federal obliga- 
tions for a given quarter, it is to deduct these 
differences from or add them to the allowances for 
the next quarter. By this method the states are 
relieved of the burden of the current financing 
which would be theirs if they had to pay all the 
current expenditures and be reimbursed for the 
share of the federal government only at the end of a 

^ Report of the Committee on Economic Security^ p. a8. 
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fiscal quarter or year. The Social Security Board 
is also given the power to follow up the operation 
of the state old age pension plans. If it develops 
that, in practice, age, residence or citizenship re- 
quirements are imposed which are not permitted 
in the laws themselves, then after due notice and a 
fair warning the board may suspend the payment 
of subventions to the state in question and con- 
tinue to do so until the situation is rectified. It may 
use the same penalty if other required conditions 
are not fulfilled. The state authority must, however, 
be given sufficient notice of these charges and be 
afforded the opportunity for a fair hearing. 

Compulsory Old Age Insurance 

Compulsory old age insurance is designed to 
supplement and to reduce the need for state old 
age pensions. The taxes or contributions required 
to provide the necessary funds are levied under 
Title VIII of the bill, while the scale of monthly 
annuities and benefits is specified under Title II. 
Here, as in the unemployment insurance features of 
the bill, the revenue portions are separated from the 
sections which appropriate money because of the 
belief that this will enable the act better to run the 
constitutional gamut. 

The taxes specified under Title VIII are levied 
upon both employers and employees. This is in 
contradistinction to the taxes imposed in order to 
stimulate state action in the field of unemployment 
insurance, which are only imposed upon the 
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employers. These taxes also apply to all businesses, 
except those which are specifically excluded, 
whereas the other tax is levied only upon those 
which employ eight or more workers. On the other 
hand, the taxes for the provision of old age annui- 
ties are not assessed upon that portion of a worker's 
remuneration which exceeds $ 3,000 a year, whereas 
the other tax, as we have pointed out, is levied 
upon the total sums paid out in wages and salaries 
without regard to the amounts paid to any specific 
individual. The list of occupations excluded is 
substantially the same, save for slight differences, 
as in the case of the tax for unemployment insur- 
ance. It includes agricultural labor, domestic serv- 
ice in a private home, casual labor not in the course 
of an employer’s trade or business, maritime service 
within the navigable waters of the United States, 
federal employment, employment by state or local 
governments, and also employment by a non- 
profit-seeking organization in the fields of religion, 
charities, science, literature, and education. The 
differences are as follows: (i) All workers over 
the age of sixty-five are excluded from this tax 
while this group is included in the tax offset plan. 
(2) The tax levied for old age insurance does not 
apply to casual laborers who are employed in other 
services than those connected with their employers’ 
trade or business. There is no such explicit exemp- 
tion in the case of the tax offset system except as 
these workers might fall under the exclusion of 
domestics. (3) The tax offset plan however excludes 
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children under the age of twenty-one who are 
employed by their parents, while that for old age 
insurance does not. One further difference between 
the two taxes should be noted. That for unemploy- 
ment insurance starts in 1936 while the levy for old 
age insurance does not begin until the following 
year, or 1937. The taxes for old age insurance are 
levied equally upon employers and workers — begin- 
ning, as has been stated, with i per cent from each 
and rising to 3 per cent by 1949, according to the 
following scale. ^ 


TABLE VII 


Period 

Percentage payments 
on wages and 
salaries under J3,cxx> 
a year 


Employer 

Employee 

1937-1939 

1 .0 

I.O 

1940-1942 

1-5 

1-5 

1943-1945 

2.0 

2.0 

1946-1948 

1949 and subsequent 

2-5 

2-5 

years 

30 

30 


The employers are, of course, to pay their own 
tax and also to advance the taxes levied upon their 
own employees, recouping themselves for this 

^ The term “wages” is defined to include not only outright money pay- 
ments but also “the cash value of all remuneration paid in any medium 
other than cash.” 
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latter amount by deducting the sums in question 
from their wages. The taxes are to be collected by 
the Bureau of Internal Revenue under the direction 
of the Secretary of the Treasury and this bureau is 
to furnish to the Post Office Department the neces- 
sary stamps, coupons, etc., needed. The post offices 
throughout the country are to sell these stamps, 
etc., to the employers and the Post Office Depart- 
ment will then turn over to the treasury the 
monthly receipts from this source. The post office 
in turn is to be reimbursed for its expenses in con- 
nection with the sale of these stamps. 

In return for all this, when persons in the insured 
occupations^ reach the age of sixty-five, they are to 
receive according to Title II, monthly annuities 
for as long as they live, subject to two qualifications 
which will be mentioned now and one which will be 
discussed later. The first two qualifications are that 
a claimant must have been employed during each 
of at least five years and must have received in all 
at least $ 2,000 in wages or salary. This will debar 
those who are over sixty years of age on January i, 
1937, from receiving benefits under this section. 
The scale of monthly annuities is to be computed on 
the earnings received from the included occupations 
according to the following scale: 

I. On the first $ 3,000 so received at a monthly 
rate of one-half of i per cent of this total. 

' The scope of employment in which benefits will be paid under Title II 
is identical with that used for the levy of taxes in Title VIII. This indicates 
the actual interconnection between the two titles. 
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2. On the total sums between $3,000 and ^45,000 
at a monthly rate of one-twelfth of i per cent. 

3. On all sums received over ^45,000 at a 
monthly rate of one-twenty-fourth of i per cent. 

The way in which this formula will work out can 
quickly be seen if we analyze a few illustrative 
cases. 

Let us first take a man who has been employed 
for five years in the included occupations but whose 
total wages for the entire period have been only 
$2,000. This man would receive a monthly annuity 
throughout the remainder of his life which would be 
equal to one-half of i per cent of this amount, or 
^10. Since no one whose total earnings were less 
than $2,000 will receive an annuity, it follows that 
$10 a month will be the minimum paid. 

Let us now take a man who has been employed in 
included occupations for thirty years and has 
received on the average ^1,500 a year, or total 
earnings of ^45,000. His monthly annuity would be 
computed as follows: 

The first $3,000 at of i per cent = $15.00 
The next $42,000 (i.e., $45,000 — $3,000) 

at of * per cent = $35.00 

Total = $50.00 

Let us now compute the monthly annuity for a 
man who has been employed for forty-five years at 
an average of $2,000 a year or who has received 
total earnings of $90,000. His monthly annuity 
will be figured in the following manner: 
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The first $3,000 at ^ of i per cent = $i 5.00 
The next ^42,000 at ^2 of i per cent = $35.00 
The next ^45,000 at ^^4 of i per cent = 118.75 
Total = 168.75 

No one can receive an annuity of more than ^85 
a month or 1 1,020 a year. This, in effect, means 
that no annuities will be paid on that portion of 
people’s incomes which over the course of a life- 
time have exceeded J 129,000^ in the included 
occupations. 

The act also provides that a worker’s account is 
not to be credited with any earnings which in a 
given year exceed $ 3 , 000 . Such amounts therefore 
will not raise the annuities that he is to receive. 
Since it is also the case that neither the worker nor 
his employer will pay taxes on any sums in excess 
of $ 3 , 000 , we have here in this parallel treatment 
a clear indication of the actual interconnection of 
Title II with Title VIII. 

Moreover, since it will require forty-three years 
for a worker to be credited with $129,000 of earn- 
ings, even if he received each year the allowed 
maximum of $ 3 , 000 , it follows that the upper limit 
of the monthly annuities is based approximately on 
the maximum income with which an employee can 
be credited over the course of his working lifetime. 

The sums thus paid in annuities are exempt from 
attachment or from the operation of bankruptcy. 

* Such earnings would yield a monthly annuity of I85 since the 184,000 in 
excess of #45,000 would give an annuity of #35 to add to the #50 annuity to 
which the first #45,000 of earnings would entitle one. 
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They cannot be assigned and are in fact strictly 
nontransferable. They are to go to the aged persons 
who qualify and to no one else. 

Because of the fact that the rate of annuities is 
appreciably lower on the higher increments of 
income than on the lower, it will be seen that the 
system is designed to favor those with smaller total 
earnings. This, in turn, will benefit not only those 
who throughout their life have low earnings in the 
included occupations, but also those who are now 
relatively old and have only a few years remaining 
in which to receive wages and salaries and also 
those who in the future may enter the included 
occupations at an advanced age or leave them after 
a short period of employment. 

The table on page 164 shows the monthly 
annuities which will be paid to persons with total 
accredited earnings of varying amounts. 

The scale of annuities may perhaps be explained 
more simply by saying that the monthly benefit will 
be $5 on each $1,000 of the first $3,000 of insured 
earnings; $5 for each $6,000 of the next $42,000, and 
$5 for each $12,000 of insured earnings thereafter. 

Those who will be over sixty years when the act 
goes into effect and who hence will not be eligible 
to receive annuities when they are sixty-five will, 
however, when they reach that age, be paid a lump 
sum of 3M per cent of the total earnings they have 
received in the insured occupations. The same ar- 
rangement will prevail in the future for those who 
cannot qualify for annuities because they have not 
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TABLE VIII 

Monthly Annuities Payable at Sixty- five Years under Old Age 
Insurance Plan Based upon Total Earnings in Insured 
Occupations 


Total accredited 
lifetime earnings 
under insurance 

Monthly annuity 

Total accredited 
lifetime earnings 
under insurance 

Monthly annuity 

f 2,000 

$ 10.00 

^39,000 

$45.00 

3,000 

15.00 

40,000 

45.83 

4,000 

15.83 

41,000 

46.66 

S.ooo 

16.66 

42,000 

47.50 

6,000 

17.50 

43,000 

48 33 

7,000 

18.33 

44,000 

49.16 

8,000 

19.16 

45,000 

50.00 

9,000 

20.00 

46,000 

50.42 

10,000 

20.83 

47,000 

50.83 

11,000 

21.66 

48,000 

51.25 

12,000 

22.50 

49,000 

51.67 

13,000 

23.33 

50,000 

52.08 

14,000 

24.16 

51,000 

52.50 

15,000 

25.00 

52,000 

52.92 

16,000 

25 83 

53,000 

53.33 

17,000 

26.66 

54,000 

53.75 

18,000 

27.50 

55,000 

54 16 

19,000 

28.33 

56,000 

54 58 

20,000 

29.16 

57,000 

55.00 

21,000 

30 00 

58,000 

55 42 

22,000 

30.83 

59,000 

55.83 

23,000 

31.66 

60,000 

56.2s 

24,000 

32.50 

65,000 

58.33 

25,000 

33 33 

70,000 

60.42 

26,000 

34.16 

75,000 

62.50 

27,000 

35.00 

80,000 

64.58 

28,000 

35.83 

85,000 

66.67 

29,000 

36.66 

90,000 

68.75 

30,000 

37.50 

95,000 

70.83 

31,000 

38.33 

100,000 

72.92 

32,000 

39.16 

105,000 

75.00 

33,000 

40.00 

110,000 

77.08 

34,000 

40.83 

115,000 

79.17 

35,000 

41.66 

120,000 

81.25 

36,000 

42.50 

125,000 

83.33 

37,000 

43.33 

129,000 

8s 00 

38,000 

44.16 

All over 

129,000 

85.00 
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been employed in insured occupations for five years 
or because they have not received $ 1,000 in wages 
or salaries from such occupations. Once the full 
rate of contributions is established by 1949, this 
will mean that these persons will have returned to 
them approximately the amounts which they have 
contributed after this date plus interest. The pay- 
ments on earnings prior to 1949 will be somewhat 
heavier because the workers will not have made the 
full contributions of 3 per cent during this period. 

If a person dies before reaching the age of sixty- 
five, his estate will also be paid 3^ per cent of his 
total insured earnings, or a rough approximation to 
what he will have contributed during the course of 
his lifetime. This payment of a death benefit is 
virtually necessary under a contributory insurance 
system in order to provide some protection for the 
dependents of those who die before they reach the 
pensionable age. For otherwise the type of insur- 
ance given would be something of the nature of the 
old tontine system, which primarily rewarded 
survivors rather than compensated dependents 
for the loss of the deceased. 

If an insured person, moreover, dies after he has 
reached the age of sixty-five but before the total 
of the benefits received by him have equaled 
3M per cent of his insured earnings his estate is 
entitled to the difference between his two sums.^ 

These last two provisions, therefore, make the 
plan in part one of compulsory savings in which the 

^ If these lump-sum payments upon death do not amount to more than 
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insured will at a minimum have returned to them 
or to their estates the amounts they have them- 
selves contributed. The contributions of the em- 
ployers are then used to provide annuities in excess 
of these amounts for those who survive for some 
time after the sixty-fifth year. 

No annuities will be paid out during the first 
five years, or from 1937 to 1941 inclusive. During 
this period the workers who reach sixty-five will 
be paid the lump sums which have been men- 
tioned, amounting to 3K per cent of their insured 
earnings. The annuities proper will, however, begin 
in 1942. There will be built up during the preceding 
five years a considerable reserve. This will be 
increased in subsequent years as the younger 
workers make their payments to provide for their 
own future. The “unearned annuities’* which will 
be paid to the older workers who reach sixty-five 
will be met out of the higher contributions of the 
employers and the younger workers. As a result, 
the size of the reserve will grow rapidly. According 
to the estimates prepared by the Senate Committee 
on Finance,* the reserve will grow at the follow- 
ing rate and from the following sources. 

I500, they are to be paid directly to those heirs who are legally entitled to 
them without the delay and expense of their being subjected to the laws 
governing the administration of estates (see Section 205 of Title II). 

There is also a provision (Section ao6 of Title II) for recapture by the 
government from the estate of deceased persons who received greater benefits 
than those to which they were entitled and also more than per cent of 
total earned income. 

^74th Congress, ist Session, Senate Calendar No. 661, Report No. 628, 
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TABLE IX 

Estimated Status or Reserve under National Old Age Insurance 


System 

(In millions of dollars) 


Fiscal 
year 
ending 
June 30 

Appropriation 
for reserve 
(derived 
from taxes) 

Interest 

on reserve 

Benefit 

payments 

Balance 
in reserve 

1937 

^ 55-5 

0 

1.9 

253 -7 

1938 

513-5 

7-6 

7.2 

767-5 

J939 

518.5 

13.0 

U.5 

1,299.5 

1940 

662.2 

38.8 

12.0 

1 . 973.6 

1945 

LI 37-0 

173.0 

191.1 

6.883.9 

1950 

1.783-3 

371 -5 

505.5 

14.03 * -7 

1955 

1,861 .2 

615.8 

887.8 

22,115.7 

i960 

L 939 -I 

844.1 

L 379-9 

29.543-9 

1965 

2,016.9 

1,040.9 

1,844.0 

35.898.5 

1970 

2,094.8 

1,110.9 

^^,303.5 

41.366.7 

1975 

2,172.7 

1,341.8 

2,871.1 

45.368.3 

1980 

1,180.5 

1,406.0 

3 , 5“ -3 

46,942.7 


According to these estimates the reserves by 
1945 will be approximately 6.9 billions of dollars 
and by 1950 about 14 billions of dollars. By 
i960, it is estimated that the reserve will be slightly 
under 30 billions of dollars, and that it will reach 
a maximum of about 47 billions by 1980. There- 
after, if population remains constant, payments 
will just balance total income from contributions 
and interest,^ so that the fund will remain at this 
level. Should the population begin to decrease, 
the size of the reserve would, of course, shrink. 
Even if we make allowance for the fact that the in- 
crease in payrolls and hence in contributions may 

* The interest rate is to be 3 per cent compounded annually. 
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not show SO high a secular rate of growth as the 
actuaries assume, there can be no doubt that 
enormous reserves will be built up under the 
present system. 

The accumulation of these reserves will beyond 
doubt greatly decrease the amount of purchasing 
power which otherwise would be spent upon con- 
sumers goods. This will most certainly be the case 
for the contributions made by the workers. The 
contributions by the employers will in turn tend to 
be shifted either backward to the workers in the 
form of lower wages or forward to the consumers in 
the form of higher prices. In either event they also 
will decrease the real outlay on consumers goods. 
Since our society seems to have suffered during the 
twenties from too large a proportion of the national 
income being reinvested and too small a proportion 
being used for consumers goods, the withdrawal of 
such huge amounts from current consumption may 
well help to create a further state of unbalance in 
the future. 

According to the law, the reserves are to be in- 
vested only in government bonds or obligations, 
upon which the rate of interest is to be not less 
than 3 per cent. In this way, it is hoped ultimately 
to buy up virtually the entire national debt and 
thus deprive private individuals of the opportunity 
of owning tax-exempt government bonds. The 
purchase of these bonds by the Secretary of the 
Treasury for the insurance reserve will, however, 
release these amounts for the investment market 
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and may well lead to overdevelopment there. In 
addition, the existence of such a large market for 
government bonds may unduly stimulate the con- 
struction of public works, which may not be of an 
income-producing kind, and which may necessitate 
extra taxation to make up for the interest which is 
thus lost. 

Relationship between Old Age Pensions or Assistance 
and Old Age Annuities and Insurance 

The old age pensions are to be given to “aged 
needy” persons and consequently will necessarily 
involve some kind of a means test to determine 
whether or not an applicant is needy. The annuities, 
on the other hand, are to be paid as a matter of 
course without regard to the financial resources 
of the annuitant or his relatives. They are to be 
based on past earnings rather than present need. 
The millionaire President of a company will at the 
age of sixty-five receive an annuity based on 
the first 3129,000 of his accredited salary totals or 
upon whatever his accredited total may be. 

The old age annuities are intended to decrease 
in the future the number of pensioners from what 
they would otherwise be. They will, however, by no 
means eliminate the necessity for pensions as such. 
For while old age insurance will cover employed 
workers in such industries as manufacturing, min- 
ing, construction, trade, etc., it will not include 
either self-employed workers such as farmers, 
merchants, etc., or those employed in the ex- 
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eluded occupations. In all about 23 millions or 47 
per cent of the 49 million occupied workers in 1930 
will not come under the old age insurance features. 
Those who become old and needy in this excluded 
group can be protected only by old age pensions or 
assistance. It should also be remembered that the 
system of compulsory old age insurance only indi- 
rectly protects wives who are not gainfully em- 
ployed through the protection which is given to 
their husbands. Should they survive their husbands, 
the lump-sum payments given to them will fail in a 
large percentage of cases to care for them properly, 
and pensions will consequently be needed. Many 
unemployed and aged spinsters will also need 
pensions. Similarly, pensions will be needed where 
it is found that an annuitant does not receive 
enough to provide for his aged wife, mother, etc. 
A part of such families would be supported by the 
annuity system and a part by old age pensions. 

The pensions will also be needed to supplement 
the annuities wherever the latter, plus the private 
income and resources of the annuitant, are, in the 
judgment of the state authorities, too low. Thus, 
if the monthly annuity only amounts to |io, I15 or 
even $20, and if this is the only source of support 
which an aged person has, then an old age pension 
will in general be needed to supplement these 
amounts. If the aged husband has also a wile of 
pensionable age the need will be still greater. 
Furthermore, since no annuities will be paid until 
1942, old age pensions must bear the exclusive 
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brunt of the burden until that time. Moreover, for 
some time thereafter, because of the low average of 
the insurance annuities which will be paid, they 
will still have to bear the major share. 

One last distinction to be noted between the 
pensions and the annuities is that the former will be 
paid and administered by the state and probably 
in many cases by the local governments, while the 
annuities will be paid by the federal government. 

The Requirement That Annuitants Must Leave 
Gainful Employment 

As a result of action by the Senate, the law 
requires that persons over the age of sixty-five are 
not to receive the annuities as long as they are 
regularly employed. When they cease to be so 
employed they can begin to receive the annuities 
but not before.* 

This requirement that the aged must leave 
regular jobs in order to obtain their annuities was 
undoubtedly dictated by two sets of considerations. 
The first was that those who had regular jobs 
would not be in need of annuities, while the second 
was a desire to clear the labor market of the older 
employees in order to make a place for the unem- 
ployed young workers. 


* If a person over sixty-five had previously received the annuity when not 
entitled to it because he had been regularly employed, eligibility for the 
annuities would not commence immediately upon the cessation of employ- 
ment. The annuities would be discontinued for a period equal to that during 
which the benefits were illegitimately received. 
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This provision, however, is in part a confusion 
of the idea of relief with that of insurance. The 
workers will have made direct contributions for half 
of their annuities and indirectly they will have paid 
for most of the employers’ contributions as well. 
When the system is throughly established, they 
will therefore have earned their annuities. To 
require them then to give up gainful employment 
is, in reality, attaching a condition upon insurance 
which they have themselves bought. 

This provision will also be difficult to enforce. 
For, strictly interpreted, it would prevent an aged 
person from keeping a small shop or operating 
a farm. All sorts of difficulties will arise in the 
attempt to ferret out such facts and to keep those 
over the age of sixty-live from having some gainful 
job. 

It is, however, true that some justification can be 
advanced for this requirement during the transi- 
tional period. For some time, the older workers 
will receive unearned annuities at the expense 
of the younger generation. It may therefore be 
argued that in return they should be asked to leave 
industry in order to make more certain that the 
younger workers will have a job. In any event 
however this requirement should not continue 
beyond the transitional period. 

Pensions for Railway Workers 

In 1934 Congress passed a compulsory pension 
and retirement system for all railway employees 
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who were sixty-five years of age or who had com- 
pleted thirty years of service in the industry. ‘ This 
act had a fourfold purpose: (i) It aimed to provide 
for the old age of superannuated railway employees. 
(2) By so doing, it aimed to speed up the retirement 
of these workers and thus open up positions for 
younger workers who, because of the depression and 
under the seniority rule, had been forced out of 
their previous jobs and onto the waiting lists. (3) 
By eliminating the older workers from employ- 
ment, the safety and efficiency of transportation 
and commerce would be furthered. (4) The private 
pension plans which were in effect on railways 
employing 82 per cent of the workers were menaced 
by the depression and many were in danger of being 
abandoned or abridged. This would have deprived 
large numbers of men of the protection which had 
been promised and upon which they were, in whole 
or in part, dependent. The result, it was feared, 
would have been widespread labor unrest. In order 
to prevent this and to protect transportation as 
well as the workers concerned, a mandatory system 
was introduced which would ensure annuities to 
the older workers. 

The retirement annuities were to be based upon 
the length of the period during which a worker had 
served and upon his average wage. Briefly stated, 
the annuities were to equal the number of years of 
service (but not to exceed thirty) multiplied by 

‘ Public Document No. 485, 73rd Congress (S. 3231). Employees of 
express and pullman companies were also included. 
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2 per cent of the first $50 of the average monthly 
basic wage, per cent of the next $ioo and 
I per cent of the next $1 50. No amounts over $300 
a month were to be considered in computing the 
annuities. A person of sixty-five years of age, who 
had been employed for thirty years and who had 
averaged a monthly basic wage of $200, would have 
received the following monthly annuity; 


I. (i.e., 2% on first ^50) X 30 = #30 

i . $1.50 (i.e., i^% on next ^100) X 30 = I45 
3. io.50 (i.e., 1% on next I50) X 30 = ^15 

Total monthly annuity ^90 


The maximum monthly pension which could be 
received was $120, and this could only happen if 
the annuitant had averaged $300 a month and had 
retired after thirty years of service at an age of not 
less than sixty-five. The act was meant to provide 
present and not merely future pensions. It there- 
fore was to apply to those then on the rolls of the 
company and indeed even to those who had been 
employed within a year prior to the passage of the 
act. In computing the pensions for this back 
service, the average earnings of a worker during 
the period 1924-1931 were to be used, but so far as 
future service was concerned, the pensions were to 
be based upon the records of actual earnings. 

A worker who had been employed for less than 
thirty years would receive at the age of sixty-five 
a proportionately smaller pension, based on the 
number of years which he had worked on the rail- 
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ways. Thus, if a man had been so employed for 
only ten years and, as in the illustration cited 
above, had averaged $200 a month, then he would 
be paid only $30 a month instead of the $go which 
the thirty-year man would receive. If a worker 
retired before he reached sixty-five, the annuity 
was to be decreased by one-fifteenth for each year 
below this point. Thus, in the case which has been 
used for illustrative purposes, if the worker, after 
finishing thirty years of employment, retired at the 
age of sixty, he would have received ^6o a month 
instead of the $90 which would have been his had 
he stayed until he reached the age of sixty-five 
years. 

In return for these annuities, a recipient was com- 
pelled ordinarily to leave railroad work at the age 
of sixty-five, although he was permitted to stay on 
for five more years if he and the carriers would 
annually agree in writing to extend the period for 
another year. By seventy, however, all workers had 
to retire. 

In order to finance these pensions — the cost of 
which for the initial year was estimated at $go,ooo,- 
000 — the act required joint contributions from 
employer and employee, based upon the wages 
paid, and specified that the rate for the former was 
to be twice that for the latter. Initially the rates 
were set as 2 per cent from the workers and 4 per 
cent from the carriers, but the Railway Retirement 
Board was given the power to alter these rates later 
if changes were needed to keep the fund solvent. 
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These high rates were necessary in order to provide 
annuities for the extremely large number of older 
employees who, largely because of the seniority 
system, had become a relatively more important 
part of the working force as the numbers employed 
had shrunk during the preceding decade.^ 

This pooled pension system was intended to 
supersede the numerous private plans of the rail- 
roads, many of which had been menaced by the 
depression, except where the private schemes had 
promised superior advantages. The funds of the 
system were to be handled by the federal treasury 
and the plan administered by a Railway Retire- 
ment Board of three members. 

The act was, however, almost immediately 
attacked as unconstitutional by the railways and 
in May of this year (1935) the United States 
Supreme Court by a 5 to 4 decision upheld this 
contention.* The majority opinion was given by 
Justice Roberts, who, in this instance, joined 
the four so-called “conservative” judges, namely, 
McReynolds, Butler, Sutherland, and Van 
Devanter. The majority opinion first criticized the 
constitutionality of the act because it required the 
payment of pensions: (i) to those who had left 
during the last year, some of whom had been dis- 
charged for cause; (2) to those previously em- 
ployed and discharged for cause but who had found 

* The desire of the roads to save themselves from a pension burden was 
probably another reason why older workers were kept on the active lists. 

^Railway Retirement Board v. Alton Railroad Company^ 55 Supreme 
Court, 758. 
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employment on another line; (3) to those about to 
retire who themselves had made no contributions. 

Passing then to more fundamental issues, the 
majority declared the act to be a violation of the 
“due process” clause because it required the pooling 
of contributions from the various companies and 
because it was stated to be outside the powers 
vested in Congress to regulate interstate commerce. 
Despite previous decisions of the Supreme Court 
upholding the pooling of contributions in the case 
of workmen’s compensation^ and the guarantee 
of bank deposits* the majority in the present case 
declared “the provisions of the act, which dis- 
regard the private and separate ownership of the 
several respondents, treat them all as a single 
employer and pool all their assets regardless of their 
individual obligations and the varying conditions 
found in their respective enterprises cannot be 
justified as consistent with due process.” 

The majority then declared that the “fostering 
of a contented mind on the part of an employee” 
could not in any just sense be regarded as “a regu- 
lation of inter-state transportation.” For, if it were, 
the court reasoned, “there is no limit to the field of 
so-called regulation” and equal claims could be 
made for free medical attention, clothing, food, 
housing, education, etc. The majority then asked 
the following rhetorical question, which it pro- 
ceeded to answer to its own satisfaction: “Is it not 

* Mountain Timber Co, v. Washington^ 243 U.S. 219. 

* Noble State Bank v. Haskell ^ 219 U.S. 104, 
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apparent that they [i.e., the purposes cited]* are 
really and essentially related solely to the social 
welfare of the worker and therefore remote from 
any regulation of commerce as such ? We think the 
answer is plain. These matters lie outside the orbit 
of Congressional power.” 

The majority brushed aside decisions upholding 
safety laws, employers liability acts, the regulation 
of hours of work, provision for the exchange of 
facilities by railways, joint rates, etc. as having a 
“direct and intimate connection with the actual 
operation of the railroads,” which pensions were 
presumed by them not to possess. In a final para- 
graph, the court caustically termed the law as “an 
attempt for social ends to impose by sheer fiat 
noncontractual incidents upon the relation of 
employer and employee, not as a rule or regulation 
of commerce and transportation between the 
states, but as a means of assuring a particular class 
of employees against old age dependency.” 

The dissenting opinion of the minority judges, 
Hughes, Brandeis, Stone and Cardozo, was sharply 
phrased and pointed. Delivered by Chief Justice 
Hughes, it began by admitting that certain 
incidental features, such as the inclusion of all 
employees whose service had been terminated 
during the preceding year, were unconstitutional 
but it nevertheless stoutly defended the con- 
stitutionality of the main features of the act. 
Justice Hughes pointed out that the continuance of 

* Author's comment. 
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many of the voluntary plans was menaced by the 
depression and that, if these systems were dis- 
continued or curtailed, serious labor troubles of 
national importance and injurious to transportation 
might follow. The widespread adoption of such 
private pension plans by the carriers was declared 
to be proof that they were “not deemed to be 
foreign to the proper conduct of their enterprises.” 
To further the transformation of these voluntary 
plans into a compulsory system was defended 
on the ground that there was no adequate basis for 
concluding “that the advantages of a pension plan 
can be only such as the carriers contemplated or 
that the benefit which may accrue to the service 
from a sense of security on the part of em- 
ployees should be disregarded . . . that benefit 
would not be lost, because the sense of security was 
fostered by a pension plan enforced as an act of 
justice.” 

The minority also criticized the majority opinion 
on the ground that while it assumed Congress had 
the power to compel the elimination of the older 
employees, it denied that body the right to pass a 
pension act. “The Government’s power is con- 
ceived,” declared the Chief Justice, in a pointed 
thrust, “to be limited to a requirement that the 
railroads dismiss their super-annuated employees, 
throwing them out helpless without any reason- 
able provision for their protection.” This “argu- 
ment,” observed Justice Hughes, “pays insufficient 
attention to the responsibilities which inhere in the 
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carriers’ enterprise. Those responsibilities, growing 
out of their relation to their employees, can- 
not be regarded as confined to the contractual 
engagement.” 

Justice Hughes then went on to point out that it 
was admitted Congress had the power to regulate 
and to prescribe compensation for accidents to 
employees of the railways and that this principle 
had indeed been stoutly affirmed by Justice 
Sutherland himself, when as a United States Sena- 
tor he had formerly headed a joint committee to 
investigate this very subject. Justice Hughes then 
sharply inquired, “What sound distinction, from a 
constitutional standpoint, is there between compel- 
ling reasonable compensation for those injured 
without any fault of the employer and requiring 
a fair allowance for those who practically give their 
lives to the service and are incapacitated by the 
wear and tear of time, the attrition of the years?” 

“I perceive no constitutional ground,” he stated, 
“upon which the one can be upheld and the other 
condemned. 

“The fundamental consideration which supports 
this type of legislation is that industry should take 
care of its human wastage, whether that is due to 
accident or age. That view cannot be dismissed as 
arbitrary or capricious. 

“It is a reasoned conviction based upon abundant 
experience. The expression of that conviction in 
law is regulation. When expressed in the govern- 
ment of inter-state carriers with respect to their 
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employees likewise engaged in inter-state com- 
merce, it is a regulation of that commerce. As such, so 
far as the subject-matter is concerned, the commerce 
clause should be held applicable.” 

The minority opinion then went on to consider 
the contention that the pooling of contributions 
was a violation of the “due process” clause of the 
Fourteenth Amendment, and cited previous deci- 
sions of the Supreme Court in the field of work- 
men’s compensation {Mountain Timber Co. v, 
fPashington, 243 U.S. 219) and the guarantee of 
bank deposits {Noble State Bank v. Haskell^ 219 

U. S. 104; Abie State Bank v. Bryan^ 282 U.S. 7 ^ 5 ) 
that it was not. Justice Hughes then pertinently 
referred to the “recapture” clause of the Transporta- 
tion Act of 1920, which required carriers to con- 
tribute a portion of their earnings in excess of a cer- 
tain amount, in order to provide a fund which was 
then to be used in making loans to the weaker carri- 
ers. This clause had been upheld by the court as con- 
stitutional in two cases {New England Divisions 
Case, 261 U.S. iZ^\Dayton-Goose Creek Railway Co. 

V. United States, 263 U.S. 456). Justice Hughes then 
analyzed these cases with what must seem to the 
average layman to be excellent logic to show that 
their underlying principle was “that Congress has 
the power to treat the transportation system of the 
country as a unit for the purpose of regulation in 
the public interest, so long as particular railroad 
properties are not subjected to confiscation,” and 
went on to observe “in the light of that principle 
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... I am unable to see that the establishment of 
a unitary system of retirement allowances for 
employees is beyond constitutional authority. 
Congress was entitled to weigh the advantages of 
such a system, as against the inequalities which it 
would inevitably produce and reach a conclusion as 
to a policy best suited to the needs of the country.”^ 

In the closing days of the last session (i 935 )> 
Congress attempted to meet the situation which 
had been created by the decision of the court that it 
could not under the commerce clause set up a 
pension system for the railway workers. Instead of 
legislating under this provision, it chose instead to 
operate under the spending and the taxing powers 
of Congress. 

Under the first power, it adopted a system of 
annuities substantially similar to those which had 
been provided in the former act. There were, how- 
ever, two modifications. In order to remove the 
objection which even the minority members of the 
court had raised against including those who had 
left the railway service during the preceding year, 
the annuities were to be confined to those who, 
after March i, 1936, were employed by the carriers. 
It was furthermore provided that if, by the joint 
agreement of worker and carrier, the former re- 
mained in the service after the age of sixty-five, his 
annuity was to be decreased by one-fifteenth for 

‘Justice Hughes cited the following decisions as confirming this point of 
view: Atlantic Coast Railway Co,, v. Riverside Mills, 219 U.S. 186, 203; 
Railroad Commission v. Southern Pacific Co,, 264 U.S. 331, 343, 344. 
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each such year of continued service. As in the 
former act, however, he was definitively required to 
retire by the age of seventy. 

The general administration of these annuities 
was given to a Railway Retirement Board of three 
members, but the annuities were to be paid from 
the treasury. A joint committee of three senators, 
three representatives and three other members, 
all of whom were to be appointed by the President, 
was set up to study the whole question of railway 
retirement and annuities and to report to the Presi- 
dent and Congress by January i, 1936. This was 
aimed to be in time for further legislation before the 
act went into effect two months later. 

A companion act was then also passed by Con- 
gress which levied taxes upon the earnings ofVail- 
way employees totaling 7 per cent. Half of this 
amount is to be paid by the workers and half by 
the carriers. The total assessment is, therefore, 
I per cent greater than that provided by the first 
act. But, since the burden, following the precedent 
set in title VIII of the Social Security Act, is to be 
shared equally by carriers and workers, it follows 
that instead of the former bearing two-thirds of the 
total assessment they are now to bear one-half of 
I per cent less than under the act of 1934. 

Whether this use of the taxing and spending 
powers of Congress will be upheld by the courts as 
constitutional is, of course, still a moot issue. It was 
admitted during the debates in the Senate, how- 
ever, by opponents of the measure that this newer 

[183] 



THE FEDERAL SECURITY ACT 


method, and in particular the separation into differ- 
ent acts of the revenue-raising features and the 
expenditures upon annuities, greatly strengthened 
the constitutional prospects for the system. If these 
laws are upheld, then the railways and their im- 
mediately allied industries will be exempted from 
the operation of the old age insurance features of 
the Social Security Act itself. 
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GRANTS FOR WELFARE PURPOSES 

T he Social Security Act covers a broader 
scope than unemployment and old age 
alone. It also provides for no less than seven 
further sets of federal subventions, namely, (i) 
assistance to dependent children, or what is more 
commonly termed “mother’s pensions”; (2) ma- 
ternal and child health; (3) the care of crippled 
children; (4) the care of neglected children in 
primarily rural areas; (5) vocational rehabilitation; 
(6) pensions for the blind; (7) public health. 

Assistance to Dependent Children {Mother' s Pensions) 

The mother’s pension movement started in 1911, 
when Illinois and Missouri first passed such a law. 
By 1933, however, no less than forty-six states and 
the District of Columbia had such legislation and 
there were but two states, Georgia and South 
Carolina, which did not have such provisions. The 
purpose of these acts was to prevent homes from 
being broken up by the death, removal or disability 
of the chief breadwinner, and to permit the mothers 
to bring up their children in their own homes 
instead of being compelled to place them in institu- 
tions. This principle has been steadily extended 
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throughout the last quarter of a century. Not only 
have more and more state acts been passed and 
more localities within the areas covered have come 
actually to give such aid, but the legal grounds for 
assistance have also been widened. Originally the 
primary reason recognized for the pension was the 
death of the husband and father, and the grants 
were popularly called “widow’s pensions.” This is 
still the predominant cause, which accounts for 
approximately five-sixths of the pensions granted. ‘ 
But aid is also given in many cases where the father 
has deserted his family or is imprisoned, where he is 
mentally or physically disabled, and where the 
parents are divorced. In 1931 there were no less 
than 93,620 families who were receiving such aid as 
compared with 45,825 ten years earlier;* while the 
number of children who obtained assistance was 
approximately 253,000, or over a quarter of a mil- 
lion. By 1934, it was estimated by the Children’s 
Bureau that 109,000 families were receiving aid and 
that 280,000 children were being assisted in this 
fashion.® It should be noted, however, that the 
majority of the state laws are only permissive and 
that even in the twenty states and territories where 
the system is supposedly mandatory, in practice 
many of the counties, especially during the depres- 
sion, have been either unable or unwilling to make 
any payments whatsoever. 

* Mothers Aid^ 1931, U. S. Children s Bureau (1933), p- 25. 

* Ibid,y p. 8. 

^Public Welfare News^ American Public Welfare Association, Vol. Ill 

(July. >935). P- 3 - 
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Only seventeen of the states provide for direct 
financial participation on their part, while the re- 
maining twenty-nine throw the entire burden upon 
the local governments.* Of the states which do 
contribute towards the cost only two, Arizona and 
New Hampshire, furnish the entire amount. Eight® 
may provide up to one-half and three® up to one- 
third the grant given. The total amount of such 
aid given amounted in 1931 to approximately 
33.9 millions of dollars.^ During 1934 the sum de- 
voted to this purpose was approximately 37.5 mil- 
lions, of which only a little less than 6 millions of 
dollars came from the states as such.® In June, 1931, 
the average monthly grant per family was approxi- 
mately 13a. This naturally varied according to the 
size of the locality. In cities of over 100,000 popula- 
tion the monthly average per family was ^43. 50, 
while in localities under this size the average was 
^22.51, or only about half as much. In 1934, how- 
ever, the average grant per family was approxi- 
mately $29 a month, or slightly less than it had 
been three years earlier. The average allowance per 
child was, however, only a little over $11 a. month. 
The following table shows the absolute and relative 


* See Tabular Summary of State Laws Relating to Public Aid to Children in 
Their Own Homes in Effect Jan, i, 1935, Children s Bureau, U. S. Department 
of Labor, Chart No. 3. 

* I.e., California, Delaware, Illinois, Maine, North Carolina, Pennsyl- 
vania, Rhode Island, Vermont. 

* I.e., Connecticut, Massachusetts and Wisconsin. 

* Mothers Aidy 1931, p. 28. 

^ Public Welfare NewSy loc, cit. 
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numbers receiving aid in 1931 by states, the 
amounts expended and relative costs.* 

The most striking fact which emerges from this 
table is the inadequate way in which the southern 
states, except Florida, have adopted this system. 
Indeed, in the fifteen states which may properly be 
termed southern,* there were only approximately 
12,500 children who were being aided in this fashion 
or about 5 per cent of the total number aided in the 
country as a whole. Of this 12,500, approximately 
40 per cent were in Florida, leaving only about 
7,200 in the remaining fourteen states. Whereas 
the average number of families aided in the country 
as a whole was approximately 10 out of 10,000, the 
ratios in the south were much lower, amounting to 
5 per 10,000 in West Virginia and Arkansas; 4 in 
Virginia, Mississippi and Texas; 3 in Tennessee and 
Louisiana; 2 in North Carolina and Missouri; and 
I in Maryland. In addition, the average grants per 
family tend to be appreciably less in these states 
than in the country as a whole. Whereas the coun- 
try-wide average was approximately J32 a month, 
the average in these states seldom exceeded half of 
this amount and was commonly below even this. 
In Texas the average was ^12.07; in Missis- 
sippi in Louisiana $ 10 , 06 ; in Florida 

^lo.oi; while in Arkansas it was but I4.33. The 

^ These figures are drawn from the bulletin of the Children’s Bureau, 
Mothers Aid^ 1931, cited above; see pp. 28-29; 16-19. 

*That is, Maryland, Virginia, West Virginia, North Carolina, South 
Carolina, Georgia, Florida, Kentucky, Tennessee, Mississippi, Alabama, 
Missouri, Arkansas, Louisiana and Texas. 
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Oklahoma average of $7.29 was also extremely 
low. 

The combined result of relatively low grants to 
comparatively few children was, of course, low per 
capita outlays. In contrast with the country-wide 
average of 28 cents the southern averages were only 
from one-ninth to three-eighths of this. It should 
not be thought, however, that the only area of low 
payments was the south. On the contrary, Vermont, 
New Hampshire, Indiana, Idaho, and Arizona 
had also exceedingly low per capita expenditures 
for this purpose. The low expenditures of these 
states was in no sense a sign that there was little or 
no need. To a much greater degree it indicated a 
lack of action in the face of such need. 

Some of the states, on the other hand, made 
comparatively good records. In New York, for 
example, aid was given to nearly 49,000 children 
or to about one-fitth of the total number aided in 
the country. The average grant per family was also 
rather liberal in that state, being nearly I53 a 
month. Other states with relatively liberal pro- 
grams were Massachusetts, New Jersey, Wisconsin, 
Michigan, Minnesota, South Dakota, North 
Dakota, Montana and Nevada. 

It should be realized, however, that great ine- 
qualities existed within as well as between states. 
Thus, in Illinois there were some counties in 1934 
where the average grant per child was only from 
$ 2.00 to ^3.00 per month, while there were other 
counties where the corresponding averages were 
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$i 6 , $io and ^22.50.* This condition was more or 
less typical throughout the middle west at least and 
it indicates that even where the average for a state 
may seem fairly decent, this frequently conceals 
grossly inadequate payments in certain 
localities. 

While the record between 1931 and 1934 showed 
some progress, the need was and is much greater 
than the accomplishments. Thus, in the early 
summer of this year (1935) there were about 7,400,- 
000 children under sixteen years in families receiv- 
ing relief and it was also estimated that there were 

358.000 families where there was no adult male 
breadwinner and where the mother was either 
widowed, divorced or separated from her husband.^ 
In view of this situation, the 280,000 children and 

110.000 families who were being aided under the 
mother’s assistance laws formed but a fraction of 
those who really needed such aid. No pensions were 
being given in approximately half of the 3,100 
counties of the country; the grants, as we have 
seen, were frequently shockingly low; eligibility 
was restricted and waiting lists in many localities 
were long. All this certainly indicated the need for 
federal aid. 

This need was increased by the announced policy 
of the government and of the Federal Relief Admin- 
istration of turning back to the states the support 
of the so-called “unemployables.” This policy, it 

‘ Testimony of Miss Grace Abbott, House Hearings^ op, cit,^ p. 495. 

* Public Weljare News^ loc, cit. 
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was estimated, would double the number of families 
for whom pensions should be provided.^ 

Title IV of the Social Security Act attempts to 
meet this need by providing federal subventions 
to the states for such assistance to needy and 
dependent children. The federal grants are to be 
equal to one-third of the total amounts expended in 
a state for this purpose, but are not to exceed $6 
a month for the first child in a given home or J4 for 
each succeeding child. The state and local govern- 
ments will, therefore, receive aid from the federal 
government only as long as the total monthly 
grants do not exceed $18 for the first child in a 
home and $12 for each of the succeeding children. 
Above these points the state and local units must 
bear the cost alone. It would be interesting to 
determine the reason, if any, why the federal grants 
for this purpose should amount to only one-third 
while those for old age pensions amount to one-half. 

The act limits the federal subventions to needy 
dependent children under the age of sixteen who 
have “been deprived of parental support or care by 
reason of the death, continued absence from the 
home or physical or mental incapacity of a parent” 
but who are living in the homes of comparatively 
near relatives. This definition at once puts some 
pressure upon the states to broaden their laws. 

The federal grants, however, are only made to a 
given state on condition that both its law and 
administration satisfy certain conditions. These 

« lUd. 
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are parallel in nature to the conditions required in 
the case of the federal grants for old age pensions 
and are as follows: (i) There must be a state plan 
for aid to dependent children which must “be in 
effect in all the political subdivisions of the state.” 
Even though the plan is to be administered by the 
counties and localities it must be mandatory upon 
them. The practice of the majority of state laws in 
merely permitting the counties and localities to 
grant such assistance is, therefore, sharply reversed 
by this provision. Under the present act aid to 
needy and dependent children must be put into 
effect throughout the states which accept federal 
aid for this purpose, (i) Each state must itself 
contribute towards the support of the plan. Since 
nearly two-thirds of the states which now have 
laws make no financial contribution themselves, 
this provision will compel them to assume some 
financial responsibility if they are to get any federal 
aid. (3) There must be a single state agency which 
either administers the plan itself or which super- 
vises its administration by the local authorities. 
(4) Anyone whose claim with respect to aid for a 
dependent child is denied has the right of appeal to 
and of a hearing before this state agency. (5) The 
Social Security Board may provide for such meth- 
ods of administration as it deems necessary for the 
efficient operation of the plan and the state agency 
is to make such reports as the board may require. 
Just as in the case of unemployment insurance and 
old age assistance, it is, however, expressly stipu- 
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lated that the board is to have no powers whatso- 
ever over the “selection, tenure of office and 
compensation of personnel." (6) No plan must 
require from a child more than a year’s residence in 
a state as a condition for receiving aid. Where the 
child is less than a year old, the state can also 
require that the mother shall have lived in the state 
for one year immediately prior to the birth. There is 
no requirement however, as in the House draft, 
that the grants must provide a reasonable mini- 
mum of subsistence. They may instead be as 
small as the states choose to make them. 

If these grants lead to a widespread acceptance 
of this title, they will require the states to help 
support and direct the granting of the allowances 
for the children. This will operate, along with the 
Federal Emergency Relief Administration and the 
old age pensions, to lead the states into setting up 
more or less unified state welfare departments. 
Along with these other programs it will make the 
states assume more positive financial responsibility 
for the relief and welfare of their citizens and it will 
become more difficult for them to evade their 
responsibility in such matters by turning back the 
needy upon the localities and counties. But the 
states and the localities may pay too low grants 
because of their reluctance to spend the sums re- 
quired for adequate amounts. 

The act appropriates for this purpose during the 
first year, ending June 30, 1936, the sum of 25 mil- 
lion dollars. One-quarter of a million dollars (3I250,- 
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ooo) is to be used for administrative expenses 
incurred by the Social Security Board in the admin- 
istration of the act. The remainder, or ^24,750,000, 
is to be distributed in the form of subventions to 
the states. For subsequent years there is to be 
appropriated a sufficient amount to fulfill the pur- 
poses of this title of the act. These sums are not 
specified in the present act, but are apparently to 
be included from year to year in the general ap- 
propriation act. 

The fact that no precise limit is placed upon the 
total of these federal subventions permits the board, 
as in the case of old age assistance or pensions, 
merely to see that after the states once come up to 
the required conditions, they should meet their 
share of the total costs. Once this is done and a 
state and its localities between them provide for 
two-thirds of the cost, the federal subvention 
follows. These, like the other grants, are also paid 
quarterly in advance upon the basis of a prior 
budgeted estimate of probable costs. There is also 
the usual provision that any differences of the 
actual outlays from these sums is to be subtracted 
from or added to the grants for the succeeding 
quarter. 


Maternal and Child Health 

The subventions provided for this purpose in 
Title V constitute in effect a revival of the Shep- 
pard-Towner act. This law was passed in 1921 and 
was designed to help reduce the very high rates of 
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maternal and infant mortality which then prevailed 
in this country,^ During the seven years it was in 
effect ^1,240,000 was granted annually as a sub- 
vention to the states for maternal and infant care. 
Although the act was bitterly opposed by the con- 
servative business interests of the country, its 
constitutionality was upheld in the case of Massa- 
chusetts V. Mellon (262 U.S. 447) and under it all 
but three states joined in cooperating with the 
federal government. Although it is difficult to 
determine just how large a part these services 
played in the reduction of infant mortality, it is 
nevertheless a fact that the death rate for this 
group fell appreciably.^ Maternal mortality, on the 
other hand, stubbornly remained high.® In 1929, 
the federal grants for this purpose were discon- 
tinued. During the depression, the state appro- 

' In 1920 the maternal mortality per io,cxx> live births was 80. This was 
easily the highest in the western world. It was almost twice that of England 
and Wales and about three times the rate for Sweden and Norway. See 
testimony of Miss Katherine Lenroot, Chief of the Children s Bureau, House 
Hearings y op. cit.y p. 292. The infant mortality rates per 1,000 white children 
under one year in the original registration states were as follows: 


Year 

Males 

Females 

1910 

123.3 

102.3 

1920 

92.4 

73-6 


The death rates for Negro and Indian children were of course greater. 
Testimony of Dr. F. L. Adair, House Hearings y op. cit.y p. 513. 

•Again, if we take the original registration states, the rate for white males 
fell from 92.4 to 61.8 and for white females from 73.6 to 49.2. See testimony 
of Dr. Adair, quoted above. 

• It was 68 in 1921 ; 70 in 1929; and 67 in 1930. 
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priations for such work declined from $ 2 ,i^ 3 ,ooo 
in 1928 to |i,i57,cxdo in 1934, or a decrease of 
nearly one-half 3 Prior to 1929, the infant mortality 
rate in the cities had been higher than in the coun- 
try districts. Since that date this has been no longer 
true, and the rates are instead higher now in the 
rural sections than in the urban centers.* 

The Social Security Act appropriates $3,800,000 
annually tor maternal and child health beginning 
with the year ending July 30, 1936. These sums are 
to be made available in allotments to the 
states according to the following method of 
apportionment: 

1. Each state is to receive $20,000 a year irre- 
spective of its size. 

2. The sum of $1,800,000 is to be apportioned 
annually according to the relative number of live 
births in that state as compared with that for the 
country as a whole. 

3. A further sum of $980,000 is not to be appor- 
tioned according to any mechanical formula but is 
to be allotted by the Secretary of Labor according 
to the financial need of a state for carrying out the 
program. Some consideration is, however, to be 
given to the relative number of live births. 

The state in order to qualify for these federal 
subventions must have its maternal and child 
health program approved by the Children’s Bureau 

' Senate Report, No. 628, Calendar 661. 74th Congress, ist Se.ssion, p. 20. 

*This failure of the rural areas to progress may have been due to the 
lapsing of the Sheppard-Towner act. 
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of the Department of Labor. Together with its 
local subdivisions it must at least match the sums 
allotted under formulas (i) and (2) which have 
been mentioned above and which total ^2,360,000. 
The states and their localities do not, however, have 
to match the ^980,000 which is to be apportioned 
according to relative need. If this section of the act 
is, therefore, accepted by all the states, ^5,700,000 
will be appropriated at the least for maternity and 
infancy care. This is about five times as much as 
the amounts spent by the states alone in 1934. 

In order that a program may be accepted it 
must provide for the following features; (i) Some 
financial support by the state itself. A state cannot, 
therefore, unload all its responsibilities upon the 
localities. (2) Either the plan must be actually 
administered by the various state health agencies 
or it must be supervised by these bodies. It is 
indeed a most significant fact that while the na- 
tional administration of this grant is confided to the 
Children’s Bureau the administration and super- 
vision in the states are given to the established 
health agencies. For most students of public affairs 
will remember the fierce struggle which was waged 
during the twenties as to whether the Children’s 
Bureau or the United States Public Health Service 
should administer the Sheppard-Towner act. In 
that struggle most of the welfare workers and the 
organizations devoted to the protection of children 
favored the Children’s Bureau, while the portions 
of the medical profession who approved of such 
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work at all favored the Public Health Service. The 
present formula is clearly an attempt to harmonize 
these conflicting claims. While national control is 
given to the Children’s Bureau, it is explicitly 
stated that state control is to be exercised by the 
state health services. (3) The plan must provide 
such methods of administration as will operate the 
plan with efficiency. In keeping with the general 
policy there is to be no federal control whatsoever 
over the appointment, tenure or payment of any 
of the state or local personnel needed to administer 
the system. (4) Reports from the state health 
agency must be made as the Secretary of Labor 
may require. (5) “The extension and improvement 
of local maternal and child health units.” (6) 
Cooperation with medical, nursing and welfare 
groups and organizations. (7) The development of 
demonstration services in needy areas and among 
groups in special need. 

These plans are to be passed upon by the Chief 
of the Children’s Bureau. If they are approved, 
the Secretary of Labor will then authorize the 
Secretary of the Treasury to make the necessary 
payments to the given states. The Department of 
Labor, operating presumably through the Chil- 
dren’s Bureau, is also given the power to withdraw 
its approval of a state program, if, after adequate 
notice to and a proper hearing of the state health 
agency, it finds that these principles are not in 
practice being observed. The usual provisions are 
made for the periodic advance of the allotments. 
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Services for Crippled Children 

While full statistics are lacking, it is estimated 
that there are from 300,000 to 500,000 crippled 
children in the country, of whom the largest single 
group are those who have suffered from infantile 
paralysisd Much can be done for this latter group if 
treatment is given in time. The personal interest 
of the President in this matter through the Warm 
Springs Foundation and other agencies has helped 
to arouse support on the part of the general public 
and undoubtedly helped to include this feature in 
the Social Security Act. 

An annual appropriation of ^2,850,000 is provided 
for this group. Each state is to receive $20,000 a 
year and the remainder is to be apportioned by the 
Secretary of Labor according to relative need. In 
the determination of this comparative need the 
relative number of crippled children in need of such 
treatment and the costs of such treatment are to be 
taken into consideration. The states and the locali- 
ties must at least match the federal allotments with 
equal contributions of their own. The combined 
funds may be spent for “locating crippled children, 
and for providing medical, surgical, corrective and 
other services and care and facilities for diagnosis, 
hospitalization and after-care, for children who are 
crippled.” 


^ 74th Congress, ist Session, Senate Report No. 628, Calendar No. 661, 
p. 19. 
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There are the usual requirements of financial 
participation by the states, with either central 
administration or supervision by a state agency, 
while the state agencies must also report to the 
Children’s Bureau and cooperate with other bodies 
working locally for the same ends, etc. 

Child Welfare Services 

Annual subventions of J 1,500,000 are to be made 
to the states to aid homeless and neglected chil- 
dren. These also include children who either are 
or should be in institutions or foster homes and 
those who either actually are, or are in danger of 
becoming, delinquent. It is estimated that there are 
at present not far from 300,000 children who are in 
either institutions or foster homes; and that about 
200,000 children annually come before the courts as 
delinquents.* Services have been developed to a 
very considerable extent in cities to care for such 
children but they are unfortunately largely lacking 
in the rural regions. The grant in question is to be 
used primarily for these rural regions and it does 
not have to be matched in any degree by the states 
and localities. Each state is to receive a minimum 
of $10,000 a year and the remainder is to be al- 
lotted primarily according to the proportion which 
the rural population of a given state forms of the 
total rural population for the country as a whole. 
The work is to be carried on or directed in the states 


* IlfU.f p. 19. 
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by the various public welfare agencies under the 
general supervision of the Children’s Bureau. 

V ocational Rehabilitation 

The federal government has granted aid to the 
states for vocational rehabilitation ever since 1920. 
A dispassionate survey which was made some ten 
years ago indicated that this work was in general 
not very efficiently done and that in many states it 
had fallen into purely political hands.^ The present 
act adds for each of the fiscal years of 1936 and 
1937 $841,000 to the existing appropriations and 
adds $1,938,000 tor subsequent years. These sums 
are to be allotted among the states according to 
the methods now used and must be matched by the 
states and their political subdivisions. The new 
grants, like the present ones, are to be administered 
by the Office of Education, which is in the Depart- 
ment of the Interior. 

Aid for the Needy Blind 

The 1930 census listed approximately 63,500 
people as being blind. This figure is, however, 
probably an underestimate and the total number 
whose vision is virtually useless is in all probability 
not far from 100,000.® According to the census 
statistics, 45 per cent of the blind were over sixty- 

' R. D. Cahn, “Federal Aid for Vocational Rehabilitation,** Journal of 
Political Economy^ Vol. XXXII. In some states such as New York, the 
work was on a much higher level. 

*74th Congress, ist Session, Senate Report No. 628, Calendar No. 661, 
p. 22. 
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five years of age, although only 5.4 per cent of the 
population were in this age group. Approximately 
70 per cent of the blind are indeed above forty-five 
years of age. 

Comparatively few of the blind are able to earn a 
living, and twenty-two states in order to help meet 
this situation now have pensions for this group. 
Returns from eighteen of these states for 1934 
showed 22,861 blind persons receiving pensions 
which totaled $5,177,000 and which averaged 
$18.25 a month.* The costs of these pensions were 
shared about equally between the states and the 
counties with the latter paying slightly more than 
half. If the four states which did not report were 
included, the total number of pensioners would 
probably closely approximate 25,000. This would 
be about 40 per cent of the number of the blind 
listed by the census and about one-quarter of the 
total number in the country as a whole. 

Title X of the act appropriates $3,000,000 for the 
fiscal year of 1935-1936 for this purpose and pro- 
vides that such later sums will be granted as may 
be needed. These amounts are to be granted to the 
states for pensions to the blind who are needy but 
who are not in public institutions.* The allotments 
must be matched by the states or localities and 
virtually the same rules apply in the case of the 
blind as in the case of the aged. Thus the federal 

‘ Senate Report No. 628, Calendar No. 661, 74th Congress, ist Session, 
pp. 23-24. 

* A further grant of 5 per cent is added for administration. 
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aid is not to exceed $15 a month for any one person 
and the residence requirements of the states are not 
to exceed five years within the preceding nine and 
no citizenship requirement shall bar persons who 
are citizens. The states must provide either a 
centralized administration or state supervision and 
the states must make the pensions mandatory 
throughout their political subdivisions and con- 
tribute financially themselves. No one can receive 
both a pension for the blind and an old age pension 
at the same time. These grants, like those for old 
age pensions, are to be administered by the Social 
Security Board. 


Public Health 

Title VI of the act appropriates $10,000,000 a 
year for public health purposes. The Public Health 
Service is itself directly granted $2,000,000 a year 
with which to carry on research, while the remain- 
ing ^8,000,000 is to be allotted to the states for the 
purpose of aiding in the development of public 
health work. The Public Health Service is given 
broad powers in helping to aid and stimulate these 
state and local efforts, but one of the types of work 
which is almost certain to be aided is the wider 
establishment of county health officers and depart- 
ments. This $S, 000, 000 is to be allotted as between 
the states according to their population, their 
health problems and their financial needs, and the 
federal grants need not be matched by either the 
states or the localities. 
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ADMINISTRATION 

T he Social Security Act will naturally create 
very real problems of administration. The 
important new functions which are provided 
for will require the development of new and 
improved techniques to carry them through. New 
agencies are being set up within the national 
government and some realignment of functions as 
between federal departments will become neces- 
sary. But the administrative readjustments will 
not stop here. In addition new agencies must be 
created within the states and counties and here also 
there will be need for a closer articulation of the 
various services. Out of the system will undoubt- 
edly come increasingly developed agencies which 
will specialize functionally in: (i) old age insur- 
ance; (2) employment and unemployment com- 
pensation; (3) welfare, including old age pensions, 
mother’s aid, aid to the blind; (4) health work, etc. 
This functional division of labor will not only de- 
velop to an increasing degree within the state 
governments, but it will also lead to new adminis- 
trative developments within the counties. 

The Social Security Board 

The new federal agency set up by the act (Title 
VII) is the Social Security Board. This is outside 
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the Department of Labor. It is given the direct 
administration of mandatory old age insurance. In 
addition, it will exercise loose general supervision 
over the grants by and to the states for old age 
pensions and pensions for the blind and over the 
administration of the state unemployment insur- 
ance systems and of mother’s pensions. It will also 
pass on the unemployment insurance laws them- 
selves and in addition it is given general powers of 
planning in the field of social security. 

The board is composed of three members, each 
of whom receives a salary of $10,000 a year. Not 
more than two are to be members of the same 
political party and during their term of office they 
are not to engage in any other business, vocation or 
employment. They are to serve for six years, except 
that in order to obtain overlapping terms, one of 
the first three appointees is to serve for two and 
another for four years. The board does not elect its 
own chairman; he is appointed by the President. 
The board will organize its staff and fix the neces- 
sary salaries. Attorneys and experts can be ap- 
pointed by it without regard to the civil service 
laws. 

Let us first consider the problems which will arise 
in those lines of work which will be administered by 
the state and local authorities but over which the 
board will exercise loose general supervision. These 
lines are state old age pensions, unemployment 
insurance and its administration, mother’s aid or 
pensions, and the pensions for the blind. In all 
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these cases the board will have to pass upon the 
state laws to see if they come up to the minimum 
standards which are required by the national act 
and which have previously been described. The 
board will also have to carry on some supervisory 
work over the administration of these plans to make 
sure that they are in practice conforming to the 
principles of the act. It can also through its require- 
ment of reports check and audit expenditures and 
can help to work out a more or less standardized 
series of records. The board is, however, severely 
crippled in all these lines of work because of its 
being deprived of all power over appointments, 
tenure and the salaries of the state and local 
employees in these services. While the board 
should probably not be given specific powers of 
appointment in these services within the states, 
it would be helpful if it were given the power of 
working out the general qualifications which the 
occupants of these posts should possess; of giving 
the civil service examinations required and of 
developing the rules of tenure and promotion which 
would operate in the direction of advancing the 
efficient workers, thus eliminating the unfit and safe- 
guarding the personnel from political raids made 
against them by various state and local factions. 
But under the present law all this will be impossible. 

For its expenses in administering the system of 
state old age pensions during the first year, the 
board was given by the act ^250,000. It is granted 
an equal sum to administer the subventions for 
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mother’s pensions, and $30,000 more for the 
administration of the pensions to the blind. The 
costs of directly administering the mandatory 
old age insurance features and of supervising un- 
employment insurance are ostensibly to be borne 
from taxes. In reality the costs of the former can be 
met from the differences between the amounts paid 
in the form of taxes by employers and employees 
and the amounts paid out in annuities. This is, of 
course, the way in which the administrative costs 
of private companies are met. Judging from experi- 
ence the governmental costs in such matters should 
be a smaller percentage than would be the case if 
the insurance were handled by competing private 
companies. For the government, because of the 
mandatory feature of the act, will free itself from 
competitive soliciting and selling costs. It is under- 
stood that the actuaries, in making their estimates 
as to the size of the annuities which could be paid 
from the contributions, allowed a 5 per cent loading 
for administrative costs. If the costs can in practice 
be held down to this figure it will represent a real 
triumph for social insurance. The costs of super- 
vising unemployment insurance will be compara- 
tively insignificant and can in turn be met from 
that proportion of the one-tenth of the payroll tax 
retained by the federal government which is not 
returned to the states for their administration of 
unemployment insurance. 

Since the federal government will furnish the 
states with the entire amount which they will 
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spend for administering unemployment insurance, 
its control over this type of work will necessarily 
be greater than it will be in the case of old age 
pensions, mother’s pensions and pensions for the 
blind. For in these instances the federal govern- 
ment will only furnish from one-half to one-third 
of the total amounts needed and the state and local 
governments will have to provide the remainder. 

A special problem will arise in the administration 
of unemployment insurance because of the fact that 
the direction of the federal-state employment 
system under the Wagner-Peyser Act of 1933 is 
lodged in the Department of Labor. The only way 
to administer unemployment insurance is, of 
course, through these employment offices, which 
need to be extended and enlarged. The overwhelm- 
ing proportion of the funds for the conduct of these 
offices will not come from the appropriations made 
under the Wagner-Peyser Act but rather from the 
larger grants which will be made under the Social 
Security Act. There will be great danger, therefore, 
of duplicate and conflicting administrative control 
over the employment offices of the country. On the 
one side, the Department of Labor through the 
United States Employment Service will tend to 
exert its claims under the Wagner-Peyser Act. 
The Social Security Board, on the other hand, will 
almost inevitably try to exercise some control 
through the large sums which it will allot for admin- 
istration. The sums expended by the state agencies 
for placement work under the earlier act can hardly 
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be differentiated with any accuracy from the 
amounts designed for the administration of unem- 
ployment insurance since the two types of work are 
inextricably interwoven. 

Whether the board or the Department of Labor 
will succeed in exercising the supervisory control 
over the state employment offices will largely 
depend on whether the larger sums at the disposal 
of the board will outweigh the superior political 
influence of the department. The department may, 
moreover, be able to obtain a “sphere of influence” 
over the board because of the share which the 
Secretary of Labor had in helping the President to 
select the members of the board. It should also be 
remembered that the United States Employment 
Service is able through the Wagner-Peyser Act to 
exercise much greater control over the personnel 
standards of the state employment services than 
the Social Security Board is given under the Social 
Security Act.* It is possible, therefore, that there 
may be great administrative difficulties connected 
with this dualism of control. The obvious remedy 
would be to put the federal supervision of the 
employment offices in one set of hands. This would 
either mean that the United States Employment 
Service should be transferred from the Department 

* By the spring of 1934, eighteen of the twenty-four states which were then 
affiliated with the United States Employment Service had accepted the 
merit system of examinations for their personnel, which had been worked 
out by the federal employment services. See William H. Stead, “How Ready 
is the Employment Service to Administer Unemployment Insurance?*’ 
Social Security (1935), p. 189. 
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of Labor to the Social Security Board, or that 
the board should be placed, as was originally pro- 
posed, and as the Senate voted, in the Department 
of Labor. The latter would seem from the stand- 
point of strict logic to be preferable since desirable 
administrative cohesiveness is not obtained by 
distributing very similar functions among a large 
number of organizations which report directly to 
the President. ‘ 

As has been stated, the treasury will keep and 
manage the idle reserves of the state unemploy- 
ment insurance funds and the latter can draw 
upon these funds to meet the claims for benefit. 
The treasury has certain possibilities of lessening 
depressions and stabilizing business through its 
use of these funds. During periods of undue expan- 
sion, it can deposit these funds with the Federal 
Reserve Banks and thus in the fashion which has 
been explained draw down the reserves of the 
member banks in the system and put increased 
pressure upon them to rediscount commercial 
paper and bankers’ acceptances in order to build up 
these reserves. This will give the Federal Reserve 
System some opportunity of checking the undesired 
expansion by raising the rediscount rate. While the 
effect of this raising of the rate has been over- 
stressed, as I have shown elsewhere,* it can be used 
to at least some effect. During periods of depres- 

‘ The case is difFcrcnt with the National Labor Relations Board. This 
body is to perform essentially judicial rather than administrative functions 
and should probably be out from underneath departmental control, which 
might frequently be political in nature. 

* See my Controlling Depressions ^ pp. 99-1 12. 
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sion, on the other hand, the treasury can use 
these funds to buy bonds on the open market, 
thus giving the member banks more cash reserves.^ 
This may give the banks some stimulus to expand 
loans to business and hence to increase production 
and employment. But this stimulus will largely be 
held back by the reluctance of business to borrow 
during a depression and also by the reluctance of 
banks to lend. If such a policy were used in the early 
stages of a depression, however, it would have 
much more effect than if it were delayed until the 
depression was severe. It will be necessary, how- 
ever, on this point, as on many others, to coordinate 
and harmonize the policies of the reserve banks and 
the reserve system with those of the treasury so 
that the two will not work at cross purposes. The 
case for the unified direction of both of these 
agencies is, therefore, strengthened. The most 
important influence which unemployment insur- 
ance will exercise in lessening depressions will 
tend to be, however, through the sustained spending 
on the part of those who actually receive benefits. 

The hardest administrative task of the board will 
be that of handling the mandatory insurance 
system. It will have to maintain individual records 
for each of the some twenty-six million persons 
who will be insured under it. This record will have 
to show the total earnings received by the worker 
during his insured lifetime in order that annuities 
at the age of sixty-five may be computed or death 

^ It will, however, be hampered in doing this by the necessity of using 
the funds for the unemployment benefits and by the decrease in the reserve. 
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benefits paid. This will necessarily involve keeping 
track of a given worker as he moves from job to 
job and state to state. There will be so many per- 
sons with identical names that in order to differ- 
entiate between them and to credit the earnings to 
the proper persons it may well be necessary to give 
out numbers to the workers which they may take 
about with them and retain throughout their life- 
time. This would insure that the contributions 
made by and for a given worker would be credited 
to his account and to no other. There is, of course, 
in all this an element of danger. The numbers 
might be used by employers’ associations as the 
basis for a blacklist. This should, of course, be 
made illegal, but it may be difficult to check. 

There will also be need for accurate administra- 
tion in the payment of death benefits and the 
annuities.^ Not only will the fact of death have to 
be established, but the proper heirs will have to be 
certified. In the case of those who reach the age of 
sixty-five and become eligible for the benefits, 
certain very necessary safeguards will have to be 
observed. Thus, it will be necessary to determine 
whether the claimant is in fact sixty-five years of 
age. Since birth registration is a comparatively 
recent requirement in most of our states only a 
minority of the present working force can produce 


* The board is to certify to the Treasury the name and address of each 
person entitled to benefit, together with the amount of payment. The 
Treasury is then to make out the necessary checks and di.sburse the amounts 
prior to audit by the general accounting office (Title 111, Section 207 ). 
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irrefutable proof of the date of their birth. It is 
understood that a special census may be taken this 
year which will have as one of its purposes the 
establishment of the real ages of the various mem- 
bers of the working force. This material, if properly 
collected, can be used to fill out the personal records 
of the workers and to lessen the possibility of per- 
sons claiming benefit before they are in fact sixty- 
five. In addition the individual census records for 
the year 1900, when both the month and day of 
birth were recorded, are being tabulated and put on 
cards so that an adequate check will be obtained 
for those born before that date. 

Another task will be that of determining whether 
the person who claims the benefit is in fact the one 
for and by whom the contributions have been paid. 
Where payments are made by local agencies to 
those who have worked for a long span of time in a 
given locality, this task, if honestly carried out, is 
relatively simple. To the degree, however, to which 
the workers move from locality to locality and to 
the degree to which the control over the payment 
of the benefits is centralized, the difficulty of ad- 
ministration is in this respect increased. Some 
records of identification will need to be developed, 
but under no conditions should these be used to 
develop a secret police or an espionage system over 
the workers, such as some American fascist groups 
now seem to demand. 

Two final administrative jobs will be to check up 
on the deaths of annuitants so that unearned 
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monthly benefits will not continue to be paid after 
the death of the annuitant and to see that an 
annuitant does not continue in regular employ- 
ment after the age of sixty-five. 

It will be obvious in all these matters which deal 
with payments that there will be a great need for 
the Social Security Board to have local branches 
which can investigate and handle these cases. The 
local employment offices, which will have a con- 
tinuous contact with the workers both from the 
standpoint of placement work and from that of 
the payment of unemployment insurance benefits, 
would seem by all odds to be the most logical 
agencies for this work of administration. These 
local offices can also be of assistance in finding the 
ages of those entering industry and in carrying 
on the needed local investigations. All this will 
mean that the officials of these offices should be 
commissioned by the Social Security Board, so 
that they may serve as federal representatives as 
well as state officers. This strengthens the necessity 
for unifying the administration of the board and 
the United States Employment Service. 

The Effect of the Social Security Act upon State 
Administration 

The act will very greatly increase the sums of 
money collected and disbursed by the states and 
will necessitate many administrative changes. 

The following brief tabulation will show the 
purposes for which federal aid is granted to the 
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states, the amounts to be allotted for the first year, 
and the conditions as to matching. 


TABLE XI 

Federal Grants to the States under the Social Security Act 


Purpose 

Amount of 
total grant, 
1935-1936 

Requirements as to 
matching by states 

Federal supervisory 
body 

1 . Administration of un- 
employment insurance 

$ 4 , 000 , 000 * 

No matching 

Social Security Board 

2. Old age pensions 

49,750.000 

50 per cent of total, except 

5 per cent for adminis- 
tration 

Social Security Board 

3. Mother’s aid (mother’s 
pensions). 

24,750,000 

66% per cent of total 

Social Security Board 

4 > Aid to blind 

3,000.000 

50 per cent of total 

Social Security Board 

5. Maternal and child 
health. 

3,800,000 

50 per cent of total, except 
for ^980,000 allotted on 
basis of need 

Children’s Bureau 

6. Crippled children 

2,850,000 

50 per cent of total 

Children’s Bureau 

7, Child welfare 

1,500,000 

No matching 

Children’s Bureau 

8. Public health 

8,000,000 

No matching 

Public Health Service 

9. Vocational rehabilita- 
tion. 

841,000’ 

50 per cent of total 

Office of Education 

Total 

^98,491,000 




> For the year 1936-1937. the authorized appropriation is ^49,ooo,oc30. 

* For 1937-1938, the authorized appropriation is ^1,938, 000. For 1936-1937, the same sum 
is authorized, as for 1935-1936, or ^841,000. 


It will thus be seen that the act aimed to make 
available for the states during the current fiscal 
year approximately 98.5 millions of dollars. In 
order to utilize this money, the states and the locali- 
ties would on their part have to spend an additional 
total of approximately 107.7 millions of dollars 
more. This would have made a total maximum of 
approximately 206 millions. While only a fraction 
of these sums will now be expended before June 30, 
1936, we may expect the succeeding years to see the 
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total expenditures for this purpose increase. In 
the first place, the grants for the administration of 
unemployment insurance are specifically increased 
to $49,000,000 a year for the year 1936-1937. 
Similarly, for 1937-1938 the grants for vocational 
rehabilitation are raised by approximately a million 
dollars. Secondly, it should be noted that for suc- 
ceeding years, no precise restrictions have been 
placed on the maximum amounts of the total 
federal grants for old age pensions, mother’s aid 
or mother’s pensions, and pensions to the blind. 
The phrase governing future appropriations for 
these purposes is that the sums shall be “sufficient 
to carry out the purposes,” of the act. This means 
that unless the act is later amended, the states will 
be left free not only to spend more than the sums 
initially authorized by the federal government but 
also to have the federal government meet its share 
of the cost of these additional expenditures. In the 
case of old age pensions at least and perhaps also in 
the case of mother’s pensions, the states are likely 
to expend in later years very much more than dur- 
ing the opening year. 

If one examines these functions and activities it 
will be seen that they group themselves into three 
classes: (i) welfare; (2) employment and unemploy- 
ment insurance; (3) health. 

Let us take the welfare functions first. These 
include old age pensions, mother’s pensions, the 
pensions for the blind and the care of dependent 
and delinquent children. An urgent need will be 
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created for state departments of public welfare and 
those states which now do not have such bodies will 
have to create them. In those states where welfare 
and other functions are carried on within the same 
department, it will be well to revise the adminis- 
trative set-up so that one department can handle 
all the welfare work. There will certainly be enough 
for such a department to do in virtually every 
state. Under such a plan the state welfare depart- 
ments would, therefore, be charged not only with 
the administration of charitable institutions but 
also with the administration or supervision of these 
specified grants to people in their own homes. 

It would, on the whole, be highly unfortunate to 
split up these various functions so that they would 
be administered by two or more sets of state 
authorities. The local work in these fields should be 
carried out, as we shall see, by a unified single 
agency. It would be poor administrative policy to 
make these local agencies responsible to more than 
one state body. It would, furthermore, be an error 
to separate the state administration of these func- 
tions from the body which is also administering 
such state institutions as hospitals, convalescent 
homes, etc. For some of the old people and some of 
the blind will need hospital, clinical and domiciliary 
care. So at times will the children who have lost one 
of their parents. There should, therefore, be close 
coordination between the grants for support within 
the home and the management of the state institu- 
tions, and this can be furthered if they are brought 
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under one central control. Since the state welfare 
departments are generally given charge over the 
types of state institutions mentioned, they should 
be placed in charge of the administration or super- 
vision of the grants in question. 

The administration of unemployment insurance 
should be combined with the conduct of the various 
state employment offices. In fact, it will be impossi- 
ble to handle the claims for benefit except through 
the employment offices. For it will be necessary to 
have offices to which the unemployed workers 
should go after they have lost their jobs and where 
they can, at stated periods, sign the register of the 
unemployed. This office must be one which is 
handling the applications for jobs so that it may 
impose a work test upon the applicants for benefit 
by referring them to the jobs for which they are 
fitted. Indeed, it is one of the great superiorities 
of the insurance system over relief that such a con- 
stant and intimate check-up on the willingness 
of the applicant to work can be made. The employ- 
ment offices in their turn will be aided by the fact 
that virtually all the unemployed will be registered 
there, and the offices will, therefore, have a wide 
range of eligible workers whom they can furnish at 
the call of employers to fill vacant positions. If the 
offices could also receive notice of all the help 
desired by employers, they would be able to pool 
the demand for labor as well as the labor supply, 
and thus reduce the wastes of a disorganized labor 
market. 
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If it is granted that the administration of the 
employment offices should be combined with that 
of unemployment insurance, the question remains 
whether both of these functions should be per- 
formed by the present state departments of labor 
or by separate bodies. On the one hand is the fact 
that the level of administration in most of the state 
departments of labor is, except for certain honor- 
able exceptions, not particularly high and that a 
new body might be enabled to start fresh without 
some of the encumbrances which might well 
surround the work if it were lodged in the existing 
departments. On the other side, however, is the 
danger of scattering somewhat similar functions 
among a wide variety of uncoordinated depart- 
ments. The statistical services of most state depart- 
ments of labor could and should be coordinated 
with those of the unemployment insurance system 
and not separated from them. Similarly, the state 
departments of labor through their inspection 
services will have the addresses, size, etc., of most 
factories, mines and in some cases, stores. These 
will be of the utmost aid to the insurance system 
in seeing that all eligible employers conform to the 
state act. 

Of the nine laws that have been passed, five, in 
Alabama, New York, Wisconsin, New Hampshire 
and Utah, lodge the administration of unemploy- 
ment insurance in the hands of the existing state 
body that handles labor matters, while the laws of 
Washington and California create separate com- 
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missions to administer the system.* In many states 
a happy solution of this administrative dilemma 
would be to create an independent commission 
inside the existing department of labor, somewhat 
in the same manner as is provided lor in the 
Massachusetts law. Such a body would have the 
advantages of separateness with the power to build 
up its work without too great interference from 
existing authorities, and at the same time obtain 
the associated advantages which the other branches 
of the department of labor might be able to offer. 

The administrative tasks involved in unemploy- 
ment insurance are, of course, great. In the first 
place, the number of employment offices will have 
to be increased and their premises enlarged. For by 
the spring of 1935 the existing state employment 
offices, according to William H. Stead, served only 
about 25 per cent of the territorial area of the coun- 
try and about 45 per cent of its population.® Not 
only will new offices have to be set up in the un- 
covered territory but many more offices will have 
to be established in cities where the state services 
now have only one or at the most a few. 

These offices will of course have to build up work 
records of each man with a listing of his previous 
positions and the workers will have to be classified 

* The law for the District of Columbia provides a separate board with the 
Chairman of the Commissioners as Chairman of the District Unemploy- 
ment Compensation Board and the other commissioners as members 
ex officio. 

* William H. Stead, “How Ready Is the Employment Service to Admin- 
ister Unemployment Insurance?" Social Security ^ p. i88. 
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as regards their trades, etc. Those who are un- 
employed should sign the register during working 
hours on at least three days a week, including that 
on which they are paid benefits. These times for 
signing should come at staggered intervals during 
each day. By paying benefits both on Friday and 
on Saturday, or alternatively on Monday and Tues- 
day for the preceding week, it will be possible to 
divide the unemployed into two main groups, 
namely, those signing the register on Monday, 
Wednesday and Friday, and those signing on 
Tuesday, Thursday and Saturday. Within each of 
these days, groups would, of course, sign at different 
hours. In this way the work of handling these 
records would be diffused in a systematic fashion 
throughout the week, instead of creating alternate 
peaks and valleys. The time of the unemployed 
would also be saved. 

It will also probably be desirable to adopt the 
English method of cards, one of which each work- 
man will have and which will be in the possession 
of the employer while the workmen are employed 
and which will be lodged by the workers with the 
employment office when they lose their jobs. 
These cards will, of course, remain in the employ- 
ment offices as long as the workman is unem- 
ployed but should be transferred to the next 
employer when work is found. There should, of 
course, be a central office for each state where 
individual records will be kept for each worker, 
covering such subjects as the total weeks of em- 
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ployment, the worker’s wages and the total num- 
ber of weeks of benefit which he has received. 
There will be need for a uniformity of these records 
as between states. 

State departments of health will also need to be 
set up in those states where they do not now exist 
and strengthened where they do. For these agencies 
will administer or supervise the grants for maternal 
and child health and will help the Public Health 
Service in the creation of local or county health 
units. They will also have a large if not a predomi- 
nant share in the carrying out of the work for 
crippled children. 

County Administration 

While unemployment insurance should be di- 
rectly administered by the states, the other forms 
are likely to be predominantly administered by the 
counties. ‘ Except in the smaller states, old age pen- 
sions, mother’s pensions, pensions for the blind 
and the grants for maternal and child welfare will 
probably be administered primarily by these units. 
So will the grants for public health work. There is 
an excellent opportunity for the states to set up 
unified agencies within the counties instead of 
having these functions diffused locally over a wide 
variety of groups. 

' The county is in general an unsatisfactory unit of administration. Most 
states have undoubtedly too many and a consolidation into larger local 
areas is much needed. As this is done, the possibility of functional develop- 
ment advocated above will increase. 
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At present old age pensions are generally admin- 
istered by the county commissioners although in 
some cases the county judges are in general charge. 
Mother’s pensions, on the other hand, are com- 
monly handled by the juvenile and county courts, 
although other bodies also participate in the 
administration. The pensions to the blind are often 
supervised by still a third set of officials. 

It is highly desirable that counties of appreciable 
size should establish departments of welfare which 
will handle all these functions. Such depart- 
ments are now in existence in most of our large 
urban counties and throughout a few states. The 
most notable state which has set up such a basic 
system of public welfare administration is North 
Carolina, which has led the way in this movement. 
The vast majority of the counties in the country 
however lack such units and the increased volume 
of welfare work which the Security Act will create 
necessitates some such form of organization. 

The development in the field of educational ad- 
ministration furnishes an interesting parallel in this 
respect. Up until a quarter of a century ago the 
primary unit of educational administration was the 
town or city. This led to the predominance of un- 
trained local boards and to a rather low standard 
of efficiency, particularly in the smaller towns and 
the countryside. During the last twenty-five years, 
however, county departments of education headed 
by full-time salaried superintendents have rapidly 
developed and these departments have materially 
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raised the level of teaching and of education. A 
similar beneficial result should follow from the crea- 
tion of county welfare bureaus. Professionally 
trained workers can be largely substituted for the 
ineffective “local supervisors of the poor,” and the 
whole work can be placed on a much more effi- 
cient and self-respecting basis. Where the counties 
are of sufficient size, a specialized staff can be built 
up to handle the various functions administered. 
Such a change would, of course, also go far to 
improve the present localized administration of the 
poor law, which before the depression was little 
short of a diffused national disgrace. 

In the larger towns and of course in the cities 
paid workers can directly administer these func- 
tions with the aid of representative advisory 
boards. In the smaller towns the unpaid boards 
might still function directly but they would be 
checked up and supervised by the county welfare 
officer. 

The major purpose of Title VI is to create similar 
functioning units for public health work in the 
counties and localities. This should be of great aid 
in the rural regions and smaller towns and cities 
where reduction in mortality in recent years has 
lagged behind the progress which has been made 
in the cities. 

If, therefore, we look five or ten years into the 
future, we shall probably see our counties gener- 
ally equipped with specialized departments of 
health and welfare as well as of education. Coun- 
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ties which are themselves too small to provide 
such services may, of course, combine with others 
to obtain them. 

The fact that the state boards of health are 
entrusted, so far as the states are concerned, with 
the administration or supervision of the work 
in the field of maternal and child health will 
mean that in the main these activities will be 
administered locally by the county or local health 
authorities. In some cases, however, the welfare 
authorities may be used; while in others coopera- 
tive arrangements may be made with private 
agencies. A similar provision is likely to develop 
in the case of the grants for crippled children. 

The Appointment of the Security Board and the 
Filibuster on the Appropriations Bill 

As Chairman of the Social Security Board the 
President has appointed John G. Winant, the 
Republican ex-Governor of New Hampshire, who 
served as chairman of the board to settle the textile 
strike of 1934 and who at the time of his appoint- 
ment was Assistant Director of the International 
Labor Office in Geneva. Mr. Winant has an ex- 
cellent record as a progressive administrator and 
his appointment is a distinctly distinguished one. 
For the four-year term Arthur J. Altmeyer of 
Wisconsin was appointed. At the time of his 
appointment, Mr. Altmeyer was Second Assist- 
ant Secretary of Labor and prior to that had been 
Secretary of the Wisconsin Industrial Commis- 
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sion. As the third member the President appointed 
V. M. Miles of Arkansas, a former Democratic 
national committeeman from that state. ^ 

The work of the board and the immediate possi- 
bilities of granting federal subventions for the 
specified purposes were, however, embarrassed by 
the five-hour filibuster conducted by the late 
Senator Long of Louisiana during the closing hours 
of the session. This filibuster prevented the de- 
ficiency appropriations bill from being passed and 
the administration then announced that it had shut 
off the possibility of immediate funds for these 
purposes. 

^The membership of the Board in May of 1939 consisted of Arthur 
J, Altmeyer, chairman, George E. Biggc, and Ellen S. Woodward. 
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Chapter IX 

SOME NEEDED NEXT STEPS 

T he Social Security Act should not be 
viewed as the triumphant and perfect con- 
clusion to the struggle to obtain greater 
security. It is on the contrary full of weaknesses 
and is strikingly incomplete. If we are to progress, 
the act should instead be regarded as merely a 
first step which must soon be followed by others. 
It is therefore appropriate to consider what these 
next steps should be. 

I. The Social Security Board should be given 
the power to see that adequate old age pensions 
are paid by the states. Under the present form of 
the act, the states can pay as low old age pensions 
as they wish without any control by the Security 
Board. This, as has been indicated, may lead some 
states merely to continue their present low scale 
of pensions and thus cause the federal subven- 
tions to be an aid to their treasuries rather than to 
their old people. It may also induce the states 
without pensions to pay totally inadequate sums. 

This danger cannot adequately be guarded 
against by prescribing in the federal act statutory 
minima which must be paid. For the circumstances 
of individual applicants will vary and there will 
be some who will need only small grants to eke out 
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their private resources and those of their children. 
The best way of handling the matter is therefore 
to give administrative discretion to the Security 
Board to prescribe the minimum amounts which 
should be paid. The Board can then fix slightly 
different minima for various sections of the country 
and for localities of differing sizes and prescribe 
that the pensions must be such that, when com- 
bined with the private income of the applicants, 
their total income will at least be brought up to 
these amounts. 

2. The amount of the federal subventions for 
old age pensions should be raised from $15 to at 
least ^20 a month. While a pension of I30 a month 
may be enough for an aged person in the rural 
areas of the country and in the smaller towns, it is 
certainly not adequate for maintenance in the 
larger cities. And yet under the present act, if 
such persons are paid more than ^30 a month, the 
entire amount of this extra allowance must be 
borne by the states and localities. In order to 
provide more adequately for the aged persons in 
cities and in high cost areas the amount of the 
federal grant should therefore be raised by at 
least ^5 a month. With a corresponding grant from 
the state and locality, this would make possible 
pensions amounting to ^40 a month. 

3. The Security - Board should be given a con- 
siderable sum of money to grant as outright aid 
for pensions to states which are particularly poor. 
The requirement that the states and localities must 
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match each dollar of federal subventions will put 
the poorer states under a heavy strain and in many 
cases, because of their poverty, will prevent ade- 
quate pensions from being paid. In order to insure 
that at least minimum pensions are paid, there 
should be placed at the disposal of the board a sum 
of money which it can grant to the states which 
are really hard pressed without any requirement 
for matching upon their part. This sum could be 
set initially at approximately twenty millions of 
dollars. It should of course be apportioned accord- 
ing to definite rules in order to lessen any tempta- 
tion to use it for political purposes. It is suggested 
that it should be given to those states where the 
average amount of assessed property per person 
over the age of sixty-five is below the average for 
the country as a whole. It could for example be 
apportioned according to the degree to which these 
state averages, when weighted by their aged 
population, fall below the average for the nation 
as a whole. 

4. The present provision under old age insur- 
ance that the young workers and their employers 
should pay for the unearned annuities of the older 
workers should be modified and at least a portion 
of this cost should be lodged against the govern- 
ment itself. As we have seen, one of the most dubi- 
ous features of the present act is the high rate of 
contributions which are required by and on behalf 
of the younger workers so that the older workers 
may receive the minimum annuities which are 
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guaranteed. This requirement will also necessitate 
the building up of an excessively high reserve with 
all the attendant dangers of unduly diminishing 
the sums available for the purchase of consumers 
goods and of stimulating the construction of un- 
economic public works. Instead of saddling all 
these costs upon the young workers, it is proper 
that the government should meet a portion of them. 
It is recommended therefore that the total con- 
tributions from employers and employees should 
not exceed a maximum of 5 or at the most 5^^ per 
cent instead of the 6 per cent provided in the act. 
This maximum, instead of being reached in 1949, 
as is now provided, could also be postponed until 
1953 or 1954. This would not only shift a portion 
of an excessive burden but it would also reduce the 
maximum size of the reserve with attendant bene- 
fits to all. 

5. The requirement that an aged person must 
withdraw from a gainful occupation in order to 
secure an annuity should ultimately be withdrawn. 
As we have seen, the requirement that the annuities 
will be paid only to those who, after they have 
reached the age of sixty-five, have left gainful 
employment is an unjust confusion of the idea of 
relief with that of insurance. The workers them- 
selves will have paid, whether directly or indirectly, 
for their benefits. To say that in addition they must 
leave industry in order to get their money back is 
certainly unjust. This requirement should there- 
fore in general be waived. It might however be 
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retained up until 1950 or 1955 because of the 
predominance of unearned over earned annuities 
up until that time. 

6. Even if the tax offset method of financing 
unemployment insurance is retained, additional 
federal funds should be obtained and used for 
aiding states with high unemployment rates to 
maintain minimum benefits and to provide benefits 
for workers who migrate from state to state. 

It has been pointed out that one of the great 
weaknesses of the present act is the fact that the 
states where unemployment is high will not be 
able to insure even a decent minimum of benefits to 
their unemployed. This will be unfair to these 
workers since they will not be responsible for the 
fact of their unemployment and should not be 
penalized for what is outside their control. 

As long as the unemployment insurance is con- 
ducted on a state basis, the only effective way to 
meet this situation is to set up a special federal 
fund which will then be distributed to those states 
where unemployment is appreciably above the 
average and which will enable them to pay benefits 
for at least a minimum period of sixteen weeks but 
preferably for twenty weeks. It is probable that an 
amount equal to i per cent of the payroll, or 
approximately 200 million dollars a year, would be 
enough to guarantee a minimum of sixteen weeks’ 
benefit. This might even be done with a smaller 
amount, amounting to three-quarters of one per 
cent of the payroll or to approximately 150 millions 
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a year. Unless some such program as this is carried 
through, we shall have, as has been pointed out, 
great irregularities in benefits as between states 
and gross inadequacies in some. 

If the states fail to provide sufficient reciprocal 
provisions to care for workers who after acquiring 
eligibility in one state become unemployed in 
another before acquiring eligibility there, then the 
federal government should create a fund to provide 
for these cases of transfer, 

7. If the constitutionality of the national sys- 
tem of old age insurance is upheld, then the tax 
offset system of providing for unemployment in- 
surance should be transformed into a national 
system. Such a national system would provide for a 
much needed uniformity of eligibility rules and 
benefits for the country as a whole. ^ Even if the 
constitutionality of both the national system of old 
age insurance and the tax offset method are 
denied, it would probably still be possible to 
establish a federal-state system of unemployment 
insurance based upon a 100 per cent grant-in-aid 
to the states. This system could then rather 
easily be developed to provide a uniformity of 
benefits as between states. Unfortunately such a 
change will now require a rather widespread 
amendment of the existing state laws. 

8. A second line of defense should speedily be 
built up behind the system of unemployment 

^ The constitutional case for a national system of unemployment insurance 
is stronger than for old age pensions since it can be used to lessen depressions 
and hence protect the integrity of commerce as a whole. 

[236] 



SOME NEEDED NEXT STEPS 


insurance. Whether it be sooner or later, the 
standard benefits under unemployment insurance 
will sometime be exhausted. What then will be the 
fate of the unemployed? It is desirable to lay a 
foundation now for meeting this emergency and 
not to wait until the pressure of immediate circum- 
stances forces action. It is suggested that the best 
way for coping with this situation is to provide 
emergency benefits for those who are in need when 
they can no longer claim standard benefits but to 
graduate these allowances according to a means 
test conducted under more or less uniform stand- 
ards. In return for these grants, the recipients of 
emergency benefits should be asked to perform 
work of a public nature or to receive training. The 
funds for these emergency benefits would in turn 
be furnished by the federal and state governments 
and the payments could be handled through the 
employment rather than the relief offices. 

9. The federal grants in behalf of mothers’ pen- 
sions should be increased to meet half of the total 
costs instead of as at present only one-third. As has 
been observed, it is not clear why the federal 
government should meet half the cost of pensions 
for the aged but only one-third of the grants for 
children who have lost the support of their fathers. 
The children are at the least as important as the 
old people and there is no good reason why the 
federal government should not bear as large a 
share of their allowances as it does in the case of the 
old people. 
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10. The federal administrative authorities should 
be given the power to lay down minimum stand- 
ards for the selection, tenure and promotion of 
those state and local officials who will be involved 
in the administration of various sections of this 
act. The present lack of control is likely to lead in 
the states to the appointment of political workers 
to administer the system and to have disastrous 
consequences. Since federal monies will be received 
for some of these services and offsets against 
federal taxes granted for the remainder, it is very 
proper that the federal government should be given 
some voice in the fixation of personnel standards. 
The state governments may, of course, make the 
formal appointments and promotions but the 
general standards under which these are to be done 
should be worked out by the federal administrative 
authorities. These could for example require civil 
service examinations and determine the respective 
weights to be given to experience and other quali- 
fications. They could also set the examinations and 
help grade the papers, etc. 

11. As rapidly as possible, a system of health 
insurance should be instituted which will provide 
a more even distribution of the costs of medical 
care and also a cash benefit to compensate in part 
for the loss of earnings. The nation can afford to 
give good medical attention to all, but the major 
difficulty lies in the uneven distribution of sickness 
costs. What could be borne, if distributed evenly 
over the group as a whole, falls therefore with 
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crushing weight upon the small minority who, at 
any one time, are ill. Health insurance is the best 
way, so far as the employed workers are concerned, 
of distributing this burden over a large number and 
thus reducing the individual sacrifices involved. 

In drawing up a program of health insurance the 
following points need to be followed: (a) So far as 
possible medical care should be provided for the 
families of the insured workers and not merely for 
these workers themselves. (^) The medical care 
provided should include the services of specialists, 
dentists, etc., and not merely those of a general 
practitioner, (f) The patient should be given the 
free choice of a doctor, (d) The unskilled and 
semiskilled workers will have great difficulty in 
meeting their proportionate share of the cost and 
this will be especially true in view of the contribu- 
tions which they will have to make for insurance 
against old age and unemployment. Some public 
grants are therefore needed to help meet the cost 
of providing medical care for this group, (e) 
Emphasis should be placed upon preventive medi- 
cine, and annual physical examinations, etc., 
should be required. (/) The medical profession 
should be encouraged to assume professional re- 
sponsibility for the service given and to exercise, 
within limits, the general rights of self-government. 

12. The previous recommendations have called 
for the lifting of a portion of the costs of social 
insurance from the backs of workers and con- 
sumers and for their assumption by the federal 
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government. Nothing will be gained however if 
these funds are then derived from taxes on con- 
sumption. In order that these costs may be borne 
with the least sacrifice, they should be met from 
taxes on excess profits and on the upper brackets 
of personal incomes. For the workers are already 
severely burdened both by the present system of 
financing social insurance and by the numerous 
state sales taxes. 

13. Social insurance at its best merely enables 
those workers who, for one reason or another, are 
unable to be employed to live more nearly on the 
level which would be theirs if they had a job. But 
even this level is far too low for an extremely large 
section of the population. The unskilled laborer 
who receives 40 cents an hour for forty to fifty 
hours of work a week and whose weekly earnings 
are therefore only $16 to $20 does not receive 
enough, even when fully employed, to care for a 
family with children. There are similarly large 
groups of semiskilled workers whose full-time 
earnings are grossly inadequate to meet the costs 
of a health and decency level of living. If we are to 
give real social security to the employed popula- 
tion, it is therefore not enough merely to provide 
social insurance for the interruptions of working- 
class incomes. It is equally necessary to raise 
the levels of those incomes to an adequate 
amount. 

Moreover, unless this is done, there will be a 
constant and indeed an increasing pressure to 
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make the insurance system operate at cross pur- 
poses from the wage system. For if the experience 
of the last twenty years is any guide, the working 
class is likely to demand in an increasing measure 
from the government that social insurance should 
provide them with adequate maintenance during 
those periods in which, through no fault of their 
own, they cannot find employment. If however, 
the wages of these men when employed are inade- 
quate in terms of generally recognized needs, this 
will lead, as under the Lundeen bill, to a demand 
for a scale of benefits which will be in excess of the 
wage level for a large class. This would certainly 
not be insurance, which merely aims to compensate 
for losses suffered and not to give one a premium 
for losing his job. 

In short, there is likely to be a sharp conflict 
between the demand by the workers that the 
government guarantee their maintenance when 
out of work and the failure of privately owned 
industry to provide adequate maintenance to 
large sections of the workers when they have a 
job. This conflict will be particularly acute in view 
of the fact that social insurance, under our existing 
economic set-up, will customarily pay in benefits 
appreciably less than what the worker would earn 
if he had been employed. This is of course done to 
discourage malingering. But the forces of dis- 
content will not be stilled when men who are out of 
work are paid only a fraction of an already in- 
sufficient amount. 
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The best way of meeting this situation, as long 
as we retain the capitalistic system, is to increase 
the level of wages itself. This can be done by an 
increase in the technical efficiency of industry, by 
a greater growth in the quantity of capital than of 
labor with a consequent increase in the marginal 
productivity of the latter, and also by a decrease 
in the power of monopolies and of all impediments 
in the way of price competition which cause labor 
to be paid less than its net social productivity. 

14. The experience of Germany has shown us 
that genuine social security is not obtained merely 
by a system of social insurance which necessarily 
includes the employed workers but which provides 
no reciprocal protection for the self-employed. For 
Germany, of all European countries, had the most 
extensive system of social insurance. Old age pen- 
sions and health insurance were launched there in 
the eighties and early nineties while unemploy- 
ment insurance was initiated in 1927 under the 
Weimar Republic. But the shop-keepers, the small 
peasants, and the independent professional workers 
felt omitted from all this and it was these groups, 
together with the clerks, which furnished the main 
membership of the Hitler movement. If we are to 
prevent a similar movement from developing here, 
we must not confine our efforts at security to the 
wage-earners and lower-salaried workers alone but 
we should include the self-employed as well. 

It is true of course that this group will indirectly 
benefit from the greater stabilization of wage- 
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earners’ incomes which social insurance will effect. 
Unemployment insurance and old age benefits will 
enable rents to be paid, grocery bills to be met and 
doctors to be engaged to a far greater degree than 
at present. Health insurance will moreover sweep 
a much larger proportion of the population into 
the ranks of paying patients than is at present the 
case. Despite the opposition of the official leaders 
of the medical profession it would be of real eco- 
nomic benefit to the rank and file of practitioners. 
Then too the system of old age pensions will 
directly protect the self-employed from indigent 
old age. It is also desirable to enable the self- 
employed to buy annuities for their old age at as 
low a cost as possible. For this reason, the original 
provision that the federal government should 
sell voluntary policies providing old age insurance 
to those not covered by the compulsory features 
of the act should be restored. 

But more than this is needed. Perhaps one answer 
is the development of a system of public health and 
of public medical services which will be available 
for the self-employed, just as health insurance will 
provide medical care for the employed population. 
A widespread system of cooperative credit and 
marketing which will permit the small producers 
to acquire fixed and working capital on easier terms 
and to market their products more effectively will 
also be of real help. 

15. Behind all these attempts to attain security 
within our present system lies the question as to 
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whether our social and political structure will itself 
prove secure. It is menaced today by business 
depressions and by war. If it is not able to prevent 
these twin scourges from assuming virulent form, 
it will inevitably be changed and transformed. But 
in the intervening period, life is likely to be extra- 
ordinarily insecure. The real struggle for security 
may therefore be carried through upon a larger 
stage than that which has been sketched in this 
book. But in that larger struggle of mankind this 
smaller one will have its part. 
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PRIVATE PENSION PLANS AND THE 
CLARK AMENDMENT 

W HETHER private pension plans are to 
be exempted from the national old age 
insurance system is still an open issue. 
The act as such does not exempt them. It is under- 
stood that there is a gentleman’s agreement for 
the appointment of an interim congressional com- 
mittee to investigate this question and that this 
committee is to report to the next session of 
Congress where the issue will again be fought out. 
Since the taxes for mandatory old age insurance 
do not go into effect until 1937, it will be possible 
for Congress to amend the act during the 1936 
session if it so desires. The question of the exemp- 
tion of private plans is therefore the most im- 
mediately pressing issue of policy before Congress 
and the country, and a somewhat full discussion of 
the issues involved is appropriate. 


Existing Private Pension Plans 

It is fortunate that an exhaustive and careful 
study of private pension plans has been recently 
published by the Industrial Relations Counselors 
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under the direction of Murray W. Latimer. ‘ This 
study showed that in 1930 there were about 420 
such voluntary plans in firms employing approxi- 
mately 3,500,000 workmen or about 15 per cent of 
the number covered by the act. Most of the plans 
were in effect in giant companies rather than in 
small concerns. A quarter of all of these employees 
were in companies employing over 100,000 workers, 
while 70 per cent were in concerns which had over 
25,000. Only 2 per cent were in firms with fewer 
than 2,000 employees. When classified by industry, 
around 40 per cent were found to be on the railways, 
18 per cent in other public utilities, ii per cent in 
the iron and steel industry and 7 per cent in the 
field of chemicals. This left 24 per cent, or about 
one-quarter of the total, in all other lines of 
industry. 

These pension plans were instituted for a variety 
of reasons. A genuine desire to care for super- 
annuated employees was beyond question one 
factor. Perhaps even more powerful, however, was 
the fact that a pension system enabled a company 
to clear its working force of its older employees 
without arousing bitterness on the part of its 
workers or the general public. To drop, without 
compensation, old men who had been long in the 
employ of a company would injure it in the opinion 
of its staff and in those of the consuming and voting 

' Murray W. Latimer, Industrial Pension Plans (1933), ^ vols. Sec also an 
earlier and able study by Luther Conant, A Critical Analysis of Industrial 
Pension Systems (1922). For union plans see Latimer, Trade Union Pension 
Plans (1933). 
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public. This would be particularly true if the 
company were of such a size as to attract attention 
and be in the public eye. A pension system offered 
to these concerns a dignified way of getting rid of 
their superannuated employees. There were also 
other reasons. By paying pensions, the workers 
would be emotionally and economically attached 
to their employers and would be less likely to join 
unions. Moreover, if they did join a union or if they 
went out on strike, then, because of conditions 
which were frequently attached to the pensions, 
they could often be penalized by being deprived of 
their pension rights. This consequently served as a 
further deterrent to active unionism as was mani- 
fested by the way in which the older workers were 
reluctant to join the shopmen’s strike of 1922. 

Of necessity, the private plans could give 
pensions only to those who had been in their 
employ for a long period of years. This was 
generally set at twenty or twenty-five years. The 
pensions were customarily computed at a rate of 
I per cent or per cent of the average wage 
during a given period for each year worked. Thus 
if a worker had been employed for twenty-five 
years he would receive each month from 25 to 
37/^ per cent of his basic wage. The period chosen 
for computing the basic wage was generally the 
last five or ten years of employment. This choice 
of years worked adversely in the case of manual 
workers, whose earnings tended to decrease during 
the twilight of their activity, but worked favorably 
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for executives, whose earnings tended to increase 
during this period. 

The earlier pension plans had tended almost 
exclusively to be noncontributory. But beginning 
in the twenties, there was an increasing movement 
toward putting them upon a contributory basis 
so that the workers might meet at least a portion 
of the costs. This movement was caused by the 
increasing expense of the plans and by the realiza- 
tion that a large proportion of the systems were 
actuarially unsound. To reduce expenses for the 
companies, the basis of contributions was there- 
fore widened. The insurance companies also in- 
creasingly came to carry some of the reserves in- 
stead of their being exclusively in the possession 
of the companies themselves. 

It should, of course, be realized that the protec- 
tion which was thus offered to the workers inside 
these companies was rather sharply limited and 
that there was little surety that the hoped-for 
pensions would in fact be received. Thus if a worker 
left a company before he reached the pensionable 
age he almost invariably lost all claim to a pension. 
In a similar fashion he lost his claim if he were 
dropped for personal inefficiency, for a decline in 
production or for changes in technique. If the 
concern failed, then, unless the reserves were set 
up independently in an insurance company, the 
workers also lost out. Even if a worker once began 
to receive a pension there was no surety that it 
would continue. In some cases he could be dropped 
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from the pension rolls by the company, if, in their 
opinion, he was acting in a fashion prejudicial to 
their interest. Moreover, should the company find 
itself to be financially embarassed or if it thought 
the expense to be too great, it could discontinue 
paying its share of the pensions. This was done for 
example in the celebrated Morris case in Illinois 
when that packing concern was taken over by the 
Armour Company. 

In short, the established legal theory was and is 
that a private pension is a gratuity which since it is 
given can be taken away at will by the donor. The 
courts have refused to regard it as a deferred wage 
or as something earned by the workers. They have 
held to this position in the face of evidence which 
was produced in the Morris case that many of the 
recipients had refused better paid jobs elsewhere 
because of the prospect of a pension if they stayed 
with the Morris Company and despite the fact that 
in some cases workers had apparently actually 
been urged by officials of that company to refuse 
these other offers on the ground that if they stayed 
they would be entitled to a pension. This legal view 
that the pensions are a gratuity is certainly in 
conflict with the general economic tendency for 
special privileges to be absorbed into the basic 
wage by lessening the necessity for increases, etc., 
and to help hold men in such periods of rising wage 
rates as we experienced prior to the great depres- 
sion. But it was the legal view and not the eco- 
nomic facts which prevailed. 
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For all these reasons the proportion of the 
workers who actually receive private pensions is 
relatively small. Mr. Latimer estimated that in 
1927 the total number of pensioners was approxi- 
mately 90,000, while similar estimates for 1931 
and 1935 fix the numbers at 140,000 and 165,000 
respectively. But since there are in the country 
approximately seven million persons over the age of 
sixty-five, even the latter figure would not include 
more than per cent of the total number of 
aged persons. Some idea of the large proportion who 
for one reason or another are eliminated can be 
obtained from the fact that, while perhaps four 
million different workers have been employed by 
the railroads, yet nevertheless the total number 
who have received pensions from these relatively 
long-established plans has been not far from 1 20,000. 

The existence of these pension plans also affected 
the hiring policies of many companies and the firing 
policies of some. Where a concern paid its premiums 
to an insurance company instead of carrying its 
own reserve, the costs would be much greater for 
older than for younger workers and there was 
therefore a direct incentive for it to discriminate 
against older applicants for jobs. Even where a 
firm administered its own system it was naturally 
reluctant to hire workers over 40 or 45 years of 
age. For although these workers, if hired, would 
not be able to satisfy the requirement for twenty 
or twenty-five years of continuous employment and 
consequently would not be legally eligible for a 
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pension at the age of 65 or thereabouts, it would 
still be difficult for the firm to drop them when 
they became superannuated without making some 
provision for them. One result, therefore, of the 
private pension plans was to make it more difficult 
for the older workers to obtain fresh employment 
once they lost a former job.* 

In addition, there have been many charges that 
some firms at least who were administering their 
own funds have reduced their costs by discharging 
most of their older workers as they neared the 
pensionable age. It is difficult, of course, to deter- 
mine definitely whether or not these accusations 
are correct and if so how widespread has been the 
practice. For if such a policy existed, it would 
necessarily be carried out surreptitiously and would 
never openly be stated. There is, however, a con- 
siderable body of testimony to indicate that some 
companies have in fact carried out such an antisocial 
program. 

During the depression a number of the private 
plans have been given up. A large number of smaller 
companies have however recently established sys- 
tems which may have been put into effect in the 
hope that they would enable the concerns in 
question to contract out from the mandatory 
features of old age insurance. Instead therefore of 
420 plans as in 1930, it is estimated that there are 
now (1935) not far from 750 different systems. 

^ Workmen’s compensation and group insurance operate in the same 
direction. 
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But, despite the increase in the number of plans, 
it is probable that the total number of workers 
covered is no greater and may indeed be less than 
it was five years ago. For the companies which have 
dropped their plans have in general been large 
concerns while the new ones which have come in 
have on the whole been small. 

The average amount paid as a pension under the 
private plans was about $50 per month in 1927, 
$61 in 1931 and ^58 in 1933. The pensions there- 
fore, even when carried through, are not on any 
markedly munificent scale, and this is a fact which 
becomes all the more important in view of the 
arguments advanced by certain Senators and 
newspapers that the private plans should be con- 
tinued because they are in so many cases much 
more liberal than any amounts which could be 
paid under the Social Security Act. 

The Arguments in Favor of the Clark Amendment 
and the Exemption of Private Plans 

It was argued by Senator Clark and his followers 
that if private plans were not exempted the em- 
ployers would be compelled to drop them. For 
while they might afford the contributions to one 
system whether public or private, they could not 
afford contributions to both. With the discon- 
tinuance of the private plans would go the superior 
advantages which many were presumed to possess 
over the projected public system. 
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This claim is however greatly weakened by two 
factors. First, the benefits provided by the existing 
private plans are, in the great majority of instances, 
inferior rather than superior to those promised 
under the present act. Even if the private plans 
were discontinued the workers would benefit on the 
whole from coming under the governmental system. 
As a matter of fact, the subsequent additions which 
Senator Clark made to his amendment and which 
were designed to guarantee equal benefits to the 
workers under theprivate plans would have required 
an extensive upward revision of all but a few of 
these systems. 

Secondly, even though under the act the basic 
protection for future old age is to be provided by 
the public system, there is nothing to prevent an 
employer from maintaining a private system to 
give additional and supplementary benefits. The 
general minimum could therefore be handled by 
the governmental system and the private plans 
could then be used to give such further protection 
as the employers might desire to provide. This is 
what has happened in Great Britain in connection 
with compulsory unemployment insurance, where 
some years ago Miss Mary Gilson found that there 
were more workers covered under supplementary 
private plans than there were in this country, 
where the entire field of unemployment compensa- 
tion was free for voluntary insurance and for noth- 
ing else. It cannot therefore be said that a failure 
to exempt the private plans need result in any 
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large lowering of rights already provided. On the 
contrary the general tendency, even for those now 
under the private systems, would have been pre- 
cisely the opposite. 

It is probable, however, that a certain number ot 
the older workers under the private plans might 
have suffered. For if upon the failure to exempt, 
employers were completely to discontinue their 
former plans, then some of those already receiving 
such pensions might be dropped from the pension 
rolls while others who are nearing the retirement 
age would lose the future benefits to which they 
would have looked forward. Since these older 
workers, if over 6o years of age, will be completely 
disqualified from the public system and if only a 
few years under this age will receive low benefits, 
some will undoubtedly to their own loss fall be- 
tween the two stools. While the more socially- 
minded employers would probably make some 
provision for these workers even if they wound up 
their private plans, there is no surety that this 
would be the case with most employers. There is 
therefore something in the contention advanced by 
the proponents of private plans but very much less 
than is claimed. 

Another reason why many concerns want to 
retain their own plans is that they have built up 
some good-will among their workers by instituting 
them. If they are largely forced to discontinue 
these plans so that the workers receive benefits as 
a right from the compulsory system then this 
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good-will will largely be lost. Unionization and a 
more aggresive policy by the employees is there- 
fore more likely. It should of course be added that 
this was one of the most important reasons why 
the American Federation of Labor has opposed the 
exemption of the private plans. 

The other main argument in favor of exempting 
the private systems is the contention that private 
enterprise because of its alleged superiority should 
be the rule and governmental activity the excep- 
tion. Why, it was asked, should private plans be 
blotted out if they can do the work as well? 
Closely allied with this is the query which Senator 
Clark raised with great eflfect on the floor of the 
Senate. What possible harm could be done, by 
exempting the company plans, he asked, if they 
were required to provide equal benefits and if 
adequate safeguards were thrown around them? 

This query seemed to receive substantial support 
by the apparent safeguards which Senator Clark 
attached to his amendment when he proposed it 
on the floor of the Senate.* Thus he provided that 
in order for a private plan to be certified for 
exemption, it had to be submitted to the Social 
Security Board and be approved by it. It was 
expressly stated that the benefits provided by every 
approved private plan must be at least equal to 
those provided under the act by the public system. 
This applied in the case of both the old age annui- 
ties and the death benefits to the heirs of the 


' See The Congressional Record^ 74th Congress, 1st session (1935), p. 9912* 
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insured person. In order to provide a greater degree 
of safety and of separation of funds than has in the 
past characterized many private plans, it was 
stated that the reserves must be kept in and the 
insurance consequently handled either by a private 
insurance company or by a trustee. While any 
private plan had to be open to all employed 
workers in the concern who wished to join, they 
were not compelled to do so. On the contrary they 
could elect not to join. Another later qualification 
which was attached to the Clark amendment 
provided that an employer must not in any way 
coerce or restrain a worker from deciding whether 
or not he wished to join such a plan or to withdraw 
from it even though he had previously joined. This 
last clause was indeed closely parallel in structure 
to the provisions which, in Section 7A of the 
National Recovery Act and in the Wagner Indus- 
trial Disputes Act, attempted to prevent the 
imposition by employers of “yellow-dog” contracts. 

If a worker who was previously insured in a 
private plan left it and came under the public 
system because his employment with that firm was 
terminated, or because he had voluntarily resigneil 
from the private plan though continuing to be 
employed, then the private plan was required to 
turn over to the public system the equivalent 
amounts which would have been credited to the 
account of the worker had he previously been 
entirely under the public system. 

Again, as if to remove any last doubt, it was 
provided that both employer and workers must 
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make contributions to the private plans which 
must be at least equal to those required under the 
act. These were the required sums plus compound 
interest, which would be transferred to the federal 
account if the worker moved out of the private 
plan. 

In view of all these safeguards it seemed to the 
majority of the Senate and to a goodly section of 
the public that there was really no legitimate 
objection against granting such an exemption. 

One final shrewd argument for exemption was 
advanced in the Senate by Senator George of 
Georgia. If the private plans were not exempted, 
most of them would be abandoned in the earlier 
stages of the act. Then if the mandatory old age 
insurance provisions were later declared to be un- 
constitutional, those at present under the private 
plans would have had this protection destroyed 
without any permanent substitute having been 
provided for it. 

The Exemption of Private Plans and the Adverse 
Selection of Risks 

The most fundamental objection to an outright 
exemption of the private plans from the mandatory 
insurance system is that it would result in an 
adverse selection of risks for the public plan. This 
follows from two facts namely: (i) that the 
premiums under any private plan would be much 
higher for the older workers than for the younger; 
and (2) that an employer would be free either to 
bring all his employees under such a plan or not 
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to do SO. It should also be remembered that the 
consent of the individual workman would also be 
required before he could be included under a 
private plan of his employer. 

All these forces would operate in the direction of 
having the private plans primarily include the 
younger workers, so that the governmental system 
would be unduly weighted down with the older 
workers. The result would be that the promised 
benefits could not be paid from the prescribed 
rates of contribution. Unless government subsidies 
were therefore advanced to make up the deficit 
either the benefits would have to be reduced or the 


contributions increased. 

Let us take up each of these points in turn and 
follow through its implications. 

In the first place, there are marked differences 
between the annual premiums which are needed 
at various ages in order to insure a given monthly 
annuity to the survivor at the age of sixty-five. 
This is shown by the relative cost at different ages 
of buying with a lump-sum payment an annuity 
of $ioo per annum to begin at the age of sixty-five. 


Age at Which 
Annuity Is 
Bought 
22 
2J 

47 

57 


Lump-sum Payment 
Required to Yield 
an Annual Annuity of 
^loo at Age of 65 
^186.10 
218.27 
427,10 

«47S7 


[7581 



PRIVATE PENSION PLANS 


It will thus be seen that the required rate at the 
age of forty-seven is almost twice that required at 
the age of twenty-seven and that it is two and a 
quarter times the amount needed at the age of 
twenty-two. The rate required at the age of fifty- 
seven is indeed virtually three times the rate for 
those twenty-seven years old and almost four times 
that required at the age of twenty-two. The chief 
reason for these differences is, of course, that the 
payments for the younger men have a much 
longer time in which the principle of compound 
interest upon a payment can accumulate. 

It is therefore apparent that firms whose em- 
ployees are of less than the average age would 
ordinarily wish to set up a private plan if they 
were free to do so. For they could furnish the same 
protection as guaranteed under the federal act at 
an appreciably smaller cost. On the other hand, 
firms with a working force whose ages were above 
the average would not wish to set up separate 
plans. For if they were to provide the accepted 
scale of benefits, they would have to pay a much 
higher rate of contributions than would be the case 
if they went under the government system. The 
firms would therefore tend to arrange themselves 
in such a way as would reduce their outlay to a 
minimum. This would result in an adverse selec- 
tion to the government, with the younger workers 
tending to be outside the government system and 
the older workers within it. 
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Nor is this all. The choices made by the workers 
would operate to strengthen the same adverse 
tendency. The private plans would tend to be 
overwhelmingly upon a contributory basis. The 
younger workers would therefore not need to con- 
tribute as much as the law called for in order to 
receive the same protection, while the older workers 
would have to contribute more. Even where a firm 
with an age composition of its workers which was 
lower than the average should therefore elect to 
put in a private plan, the workers whose ages were 
above the average would tend to elect the public 
scheme if their premiums were graduated according 
to their age. Even if the contributions of the 
workers under a private plan were to be uniform 
for all ages, the employers who would have to pay 
higher premiums for the older workers would 
naturally want them to be under the public plan 
rather than their own. They would therefore 
naturally seek to influence their choice and any 
legal restraint upon their actions would be even 
less effective than was Section 7A. For the aged 
workers would not lose by choosing the public 
plan and hence would tend not to resist any such 
influence upon the part of the employers nor protest 
against it. Moreover the younger workers would 
want to have the older workers under the public 
plan so that they themselves could get higher 
benefits for their contributions. 

Finally, there would also be a tendency for the 
firms with private plans to rid themselves of the 
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older workers in order not to pay the higher 
premiums and in hiring new workers to give 
decided preference to the younger applicants. The 
exemption of the private plans would therefore 
make it more difficult for the older workers to find 
and retain jobs. It would also lead to the present 
generation of young workers being employed as 
long as they continued young but being weeded 
out rather rigidly as they passed into the upper age 
groups. 

But it will be objected that all this reasoning has 
been based upon the assumption that while the 
benefits under the private plans were to be kept 
at an equality with those of public schemes their 
contributions might however be less. Could not all 
this be checked, however, if the private plans were 
required, as they were under the proposed Clark 
amendment, to pay in contributions sums at least 
equal to those required under the public system? If 
this were done, what incentive would there then be 
for firms and individuals to range themselves in 
such an adverse form of selection ? Such a provision 
would, of course, be a desirable safeguard. But 
even though the firms were to pay the same 
contributions as under the government plan they 
would be able, if they had a young group of 
workers, to promise to them a larger scale of 
benefits than that provided under the act. The 
offer of these large benefits would in turn serve to 
build up good-will on the part of the workers for 
the company. Since added benefits which are given 
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by a firm tend to become embedded in its basic 
wage rate, the result would generally be that the 
firms with the younger workers and the private 
plans would be able to pay less than the prevailing 
rate and hence make their savings in this way. 

The firms which had an older than average group 
of workers would, moreover, still not wish to 
establish private plans since this would cost more 
than would membership in the government system. 
Firms which, because of the low average age of 
their employees, had established private plans, 
would not wish their older workers to be included 
and would discourage them from joining. They 
would also find it to be somewhat to their ad- 
vantage to discharge the insured workers when 
they become older since these workers would cost 
the firms more than the given minimum rate of 
contributions. 

This tendency would be powerfully reinforced 
by the unearned annuities which those in the 
upper age groups will for some years receive. If a 
private firm were to retain these workers until 
they reached the age of sixty-five, it would have to 
pay them not only the earned but the unearned 
annuities as well. For the private plans would then 
be forced under the Clark amendment to pay equal 
benefits to those provided in the government 
system. But if they could get rid of these workers 
before they reached the age of sixty-five, they 
would then only have to turn over to the govern- 
ment the actual contributions made by and for 
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those workers. These companies would thus be 
able to free themselves from paying the unearned 
annuities. There would be a distinct tendency 
therefore for the firms with private plans either to 
put pressure upon the older workers to elect the 
public system or to discharge them before they 
reached the age of sixty-five and thus throw the 
older workers either upon the public plan or upon 
relief. 

It will therefore be seen that the exemption of 
the private plans would heavily load the public 
system with the older workers, even with the 
supposed safeguards which Senator Clark proposed. 
It would throw the public system out of equilibrium 
and require a raising of the contribution rate in 
order to maintain the promised scale of benefits. 
This would put further pressure upon additional 
firms to get out of the public system. 

Inequality of Treatment and the Disposition of 
Liquidated Plans 

The Clark amendment would also create decided 
inequalities as between the recipients of pensions. 
If a worker were first attached to a private plan 
and then came into the public system, the earlier 
required payments made by him and by his em- 
ployer would be taken over by the treasury and he 
would receive one pension at the specified annuity 
rates. If however he were first employed under the 
public plan and later came under a private scheme, 
he would receive two pensions — one from the 
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government and one from his employer. Since the 
benefits under the public system are higher on 
the first blocks of income received than on the 
latter, the result would be that the second group 
would receive larger pensions than the first even 
though their total earnings were identical. 

In addition there is a possibility that when a 
private plan is terminated, there will be a surplus 
left after the legal contributions plus accumulated 
interest is turned over to the government. This 
surplus would presumably belong to the employers 
in question and it might therefore be to the inter- 
est of private concerns to close out their plans 
when this surplus was at an approximate maximum. 

The Question oj Constitutionality 

The exemption of the private plans would also 
distinctly weaken the constitutionality of the old 
age insurance program. For in respect to federal 
taxation, it would divide employees into two 
sharply distinguished classes. The group which 
did not have private plans would have to pay their 
taxes into the federal treasury while those with 
private plans would not. Since the constitution 
requires federal taxes to be uniform throughout the 
country, it might well be decided that this would 
be a violation of the taxing power and lead to a 
rejection of this section of the act.^ 

^ The constitutional difficulties would be greater in this case than when 
private firms were allowed to set up their own unemployment insurance 
funds. For these latter private systems would be technically under state and 
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Summary 

For all these reasons it is evident that private 
plans should not be exempted from the public 
system. For to do so would introduce an adverse 
selection into the public system which might 
wreck it and which in any event would be a grave 
source of weakness. The policy of exemptions would 
also create inequalities and still further endanger 
the constitutionality of the plan. If Congress is 
therefore alert to the real issues involved it will 
not saddle the system with the Clark amendment. 
The primary groups which would benefit from 
such a policy would be the insurance companies, 
insurance brokers^ and salesmen, and certain 
private companies whose policies would be largely 
antisocial. The main mass of the workers would 
lose by it. And it is this group with which we should 
primarily be concerned. 

not federal laws and it could be argued that the uniformity provision would 
not apply here. The exemptions from the old age insurance plan would 
however be from a federal tax. 

' It was in fact a firm of insurance brokers which seemed to furnish the 
major driving force behind the Clark amendment. 
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Chapter XI 


CONSTITUTIONAL PROSPECTS AS 
THEY APPEARED IN 1935* 

N O one can predict with complete cer- 
tainty what the decision of the United 
States Supreme Court will be upon the 
various constitutional issues which are raised by the 
Social Security Act. Economically the country 
is a unit with a predominantly national market. It 
follows as Professor Gulick has well observed that 
“nothing effective can be done in the regulation or 
stabilization of economic affairs unless the area of 
planning and control has the same boundaries as 
the economic structure.”* There is imperative need 
therefore for a system of national legislation which 
will at once regulate and set the terms under which 
business and industry are, in the main, to be carried 
on. But this economic and political necessity finds 
itself confronted with the judicial review by the 
Supreme Court of congressional and indeed of 
state acts. When the propertied classes have 
wished to check federal action which might be 

* This chapter was written some eighteen months before the decisions of 
the Supreme Court in the Social Security cases. These are discussed in 
Chapter XIV. 

* Professor C. A. Gulick, quoted in Corwin, The Twilight of the Supreme 
Court, pp. 45-46. 
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adverse to their interests, they have found able 
attorneys who have assured both them and the 
courts that these laws were in areas which were 
exclusively reserved to the states and hence were 
not properly the subject for federal legislation. 
Similarly, when the states have passed laws aiming 
to regulate industry or to protect the weak either 
from the insecurity of their position or from the 
cumulative bargaining advantages which the strong 
possess, these same attorneys or others of their kind 
have immediately declared these acts also to 
be unconstitutional because they took “liberty 
and property without due process of law” and 
hence violated the Fourteenth Amendment to the 
Constitution. 

In short, the common attitude of the propertied 
classes and of their attorneys has been that 
virtually all regulatory and protective legislation 
should be declared unconstitutional. If Congress 
passes such legislation, it is declared to be within 
the province of the states. If the states take action, 
then it is said to be a violation of due process. And 
what the leaders of the bar have seductively 
argued, the court has at least partially proclaimed. 
The net result was that for nearly twenty-five 
years, or roughly between 1884 i909> the 

decisions of the Supreme Court were designed to 
exalt the theory of laissez faire and to prevent 
governmental action in the field of economic life. 

At the same time there was a tendency for the 
courts to throw out an anchor to windward by 
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recognizing the doctrine of police power for the 
states and in not checking the spending powers of 
Congress. In short, the courts left themselves free 
to choose one side or the other of the question of 
federal or state action and this ambivalent possi- 
bility has continued to the present. It was therefore 
a sage comment upon the part of our present 
learned Chief Justice of the Supreme Court when he 
declared, as Governor of New York, “We are under 
a Constitution but the Constitution is what the 
judges say it is.” 

Such being the case now as then, it is impossible 
to speak as definitely as do many subtle advocates 
of what will inevitably be the constitutional fate 
of the various features of the Security Act. About 
all that can be done is to indicate the main issues 
involved, to show where the weight of constitu- 
tional precedents lies, and to point out lines of logic 
which the judges might use if they wished to decide 
in a given way. 

We may perhaps divide the constitutional fea- 
tures of the act into three parts, namely, (i) the 
federal aid sections of the bill, covering the sub- 
ventions to the states for old age pensions, mothers’ 
pensions, the care of dependent, delinquent and 
crippled children, maternity and infancy care, 
public health, etc., (2) the tax offset features of the 
bill, which deal with unemployment insurance, (3) 
the national system of old age insurance, and then 
(4) to discuss in addition the constitutionality of 
state unemployment insurance laws. 

268] 



CONSTITUTIONAL PROSPECTS 


The Constitutionality of the Federal Aid Provision 

While nothing is absolutely certain in the field of 
constitutional law, the constitutionality of federal 
aid would seem to be as firmly established as any 
practice could be. In the first place, it is long rooted 
in usage. Outright federal grants have been given 
to the states to create and maintain state agri- 
cultural colleges and to develop the national guard. 
Numerous subventions have also been given by the 
national government to stimulate research. Grants 
calling for a matching of the federal funds have 
been made for agricultural extension work, the con- 
struction of highways, vocational education, vene- 
real disease prevention, the protection of forests 
from fires, vocational rehabilitation, and maternity 
and infancy care. In no case has the constitu- 
tionality of this device been overthrown. 

Furthermore in the case of Massachusetts v. 
Mellon and Frothingham v. Mellon., the Supreme 
Court explicitly and by a unanimous vote refused 
to declare a federal aid measure of the ordinary 
type to be unconstitutional.* This case arose out 
of the complaint of the state of Massachusetts and 
of Frothingham, a local taxpayer, that the national 
government by granting federal aid to the states 
for the health care of mothers and children was: (i) 
spending money for purposes other than those per- 
mitted in the Constitution and therefore invading 
fields of action which should be the exclusive 

* Massachusetts v. Mellon; Frothingham v. Mellon^ 262 U.S. 447. 
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province of the states, (a) taking the money of 
taxpayers to spend on objects not constitutionally 
permitted to it and (3) coercing the states on 
penalty of suffering a financial loss if they did not 
agree to carry out certain functions and conform 
to a set of rules and regulations laid down by the 
federal government in matters which were not a 
part of its legitimate concern. 

One of the fundamental issues involved was 
whether Congress could appropriate money for 
purposes which it regarded as for the “general 
welfare” and therefore as coming under the con- 
stitution but which were not specifically enumer- 
ated in that document. Certainly if Congress were 
limited to the latter interpretation a large portion 
of the public expenditures of the last two decades 
would have had to be canceled. The court in a 
unanimous opinion refused to give any such inter- 
pretation. It declared that “in the last analysis, the 
complaint of the plaintiff is brought to the naked 
contention that Congress has usurped the reserved 
powers of the several States by the mere enactment 
of the statute, though nothing has been done and 
nothing is to be done without their consent; and it 
is plain that that question, as it is thus presented, 
is political and not judicial in character, and there- 
fore is not a matter which admits of the exercise 
of the judicial power.” 

In refusing to enjoin the Secretary of the 
Treasury from paying out funds for this purpose 
upon complaint of the state of Massachusetts 
the court also said: “It cannot be conceded that a 
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State as parens patria may institute judicial 
proceedings to protect citizens of the United States 
from the operation of the statutes thereof.” It was 
on the contrary the federal government which bore 
this relationship to its citizens. 

Nor was the interest of a given taxpayer suffi- 
cient to justify him in launching such a suit. “His 
interest,” declared the court, “in the moneys of the 
Treasury — partly realized from taxation and partly 
from other sources — is shared with millions of 
others; is comparatively minute and indeter- 
minable, and the effect upon future taxation, of any 
payment out of funds so remote, fluctuating and 
uncertain that no basis is afforded to the preventive 
powers of a court of equity.” The moral of this 
refusal to enjoin appropriations for what Congress 
regarded as the general welfare, in the words of 
Professor Corwin, ‘ seems to be “that so long as 
Congress has the prudence to lay and collect taxes 
without specifying the purposes to which the 
proceeds from any particular tax are to be devoted, 
it may continue to appropriate the national funds 
without judicial let or hindrance.” 

In dealing with the contention that the system 
of federal aid required the states to give up their 
sovereignty, the court, through the opinion of 
Justice Sutherland, observed sapiently: “Nor does 
the statute require the states to do or to yield 
anything. If Congress enacted it with the ulterior 
purpose of tempting them to yield, that purpose 


* The Twilight of the Supreme Courts p. 176. 
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may be effectively frustrated by the simple 
expedient of not yielding.” In other words the 
states were free to accept the federal aid if they 
wished, or to refuse it. If they accepted it, they 
must spend it for such purposes as the federal 
government specified. 

This would certainly seem to be a direct and 
positive afiirmation of the constitutionality of 
federal aid. There are well-supported rumors 
however that it is the intention of certain interests 
to attack even the federal aid features of the act. 
One judicial loophole which seems to be left to 
this group and indeed to the court, if it wishes to 
reverse its position, may lie in a curious sentence in 
the opinion of the qourt in Massachusetts v. Mellon} 
This was Justice Sutherland’s declaration that “we 
have reached the conclusion that the cases must be 
disposed of for want of jurisdiction without con- 
sidering the merits of the constitutional questions.” 
It is indeed difficult to determine what the court 
was doing in the sections of the opinion which have 
been quoted unless it was discussing the con- 
stitutional issues. But the way may technically 
have been cleared by this sentence for a later court 
to go into what it considers to be “the constitu- 
tional issues” and, if it so desires, to distinguish the 
case at hand from that of Massachusetts v. Mellon 
and to declare federal aid to be unconstitutional. 
This will be a difficult position to take but the 


‘ There is a further possibility that the court would recognize a suit 
brought by the Executive department against a federal-aid law passed by a 
previous administration. 
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Supreme Court has shown itself in the past capable 
of making such an about face.* Unless however 
some such striking reversal of judicial opinion 
occurs, we may expect with some confidence that 
the federal aid features of the Social Security Act 
will be upheld. 

The Constitutionality of the Tax Offset Provisions 

We come now to less certain ground. The offset 
provision in connection with one portion of the pay- 
roll tax will undoubtedly be attacked on the ground 
that the taxing powers are here not being used to 
obtain revenue but to compel the states to enact 
unemployment insurance laws. It will therefore be 
alleged that it is regulatory and coercive in its 
nature and that according to the precedent laid 
down in the second Child Labor Case^ it should be 
declared unconstitutional.® 

The power of Congress however to levy payroll 
taxes would seem to be unquestioned. The court 
declared in Bailey v. Drexel Furniture Co. that a 
tax must have some revenue features and could not 
be exclusively regulatory in its nature. It did not 
rule that an act could not combine regulatory fea- 
tures with revenue purposes. Had it done so it 
would have been compelled to reverse the approval 

‘ Thus, see the way Holden v. Hardy ^ 169 U.S. 366, was later reversed by 
Lochner v. New Yorky 198 U.S. 45. 

* Bailey v. Drexel Furniture Co.y 259 U.S. 20. See also Hill v. Wallace^ 
259 U.S. 44- 

•See testimony of Janies A. Emery, attorney for the National Manu- 
facturers Association. Hearings before Committee on IVays and MeanSy House 
of Representatives, 74th Congress, ist session, on H.R. 4120, pp, 1020-1036. 
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it had previously given to the oleomargarine tax 
and to outlaw the protective tariff. In the oleo case, 
for example, a tax of lo cents a pound was levied on 
yellow oleo while the tax was but one-fourth of a 
cent on white oleo. In order, therefore, to protect 
the American cow from the competition of vege- 
table products, the tax was made 40 times greater 
on oleo that resembled butter than on oleo which 
did not. The revenue purpose might therefore be 
placed at 1 ) 4 , per cent and the regulatory purpose 
at 97M per cent. And yet the per cent was 
apparently enough to save the constitutionality 
of the remaining 97^^ per cent.* 

If such be the minimum Volstead revenue con- 
tents which are needed to ensure constitutionality, 
it can be claimed that Title IX more than meets 
this test. For even if every state passes an unem- 
ployment insurance law, the federal government 
will retain one-tenth of the tax for its own purposes. 
It is true that in another title (III) grants are 
made to the states for the purpose of administering 
their unemployment insurance acts. There is in 
fact, as we have pointed out, an economic con- 
nection between the two titles but there is no 
formal and avowed legal connection and it can 
therefore be argued that the funds derived from 
Title IX are merged in the federal treasury before 
the amounts appropriated by Title III are dis- 
bursed from it. The amounts distributed as grants 

^ McCray v. U.S,^ 195 U.S. 27. Sec also the comments of Chief Justice Taft 
in the Drexel Furniture Co. case. 
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for the administration of unemployment insurance 
may not indeed exhaust the lo per cent of the pay- 
roll tax retained by the federal government. 

All this should be sufficient to justify this portion 
of Titles IX and III, if the courts have a disposition 
to do so. 

So far as the alleged coercive nature of the offset 
provision is concerned, it can be answered that the 
states are free not to pass unemployment insurance 
laws if they do not approve of this policy. And the 
case of Florida v. Mellon^ in which the Supreme 
Court unanimously upheld the offset features of 
the federal inheritance tax is a powerful precedent 
in favor of the offset features of the present act. In 
that decision Justice Sutherland again speaking, as 
in Massachusetts v. Mellon^ for a united court 
declared: “The contention that the federal tax is 
not uniform because other states impose inheritance 
taxes while Florida does not is without merit. 
Congress cannot accommodate its legislation to the 
conflicting or dissimilar laws of the several states 
nor control the diverse conditions to be found in 
the various states which necessarily work unlike 
results from the enforcement of the same tax. All 
the Constitution requires is that the law shall be 
uniform in the sense that its liability shall be alike 
in all parts of the United States.” 

There is one dissimilarity however between the 
circumstances under which the Federal Inheritance 
Tax Act was passed and those under which the 

* Florida v. Mellon ^ 273 U.S. 1 2. 
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present law was enacted. At the time of the former 
law all but three states had inheritance taxes. The 
federal act was therefore designed to prevent 
the “cut-throat” competition of Florida, in striving 
to obtain the residence of the wealthy, from com- 
pelling other states to give up the tax systems which 
they had previously put into effect. In the case 
of the Social Security Act, there was only one state 
with an unemployment insurance law when the 
federal bill was proposed and only seven when it be- 
came a law. It can thus be alleged that the purpose 
of the federal inheritance tax was to conserve 
existing state systems while the purpose of the 
Security Act is to coerce the states into taking 
action which otherwise they would not. 

But despite all this the two laws are similar in 
that the federal government used the tax offset 
feature in both cases to encourage lines of action 
in the states which it wished to foster. The primary 
purpose in both cases was to restrain undue com- 
petition between the states. The fact that the in- 
heritance tax has been declared constitutional 
without a dissenting voice should therefore count 
heavily in favor of Title IX of the present act. 


Will State Unemployment Insurance Laws Be 
Declared Constitutional? 

The questions involved in this issue are of a 
different nature. They do not deal with the division 
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of power between the national government and the 
states but whether the contributions required from 
employers, and possibly workers, constitute the 
taking of property without “due process of law.” 

It will undoubtedly be claimed: (i) that em- 
ployers should not be made responsible for a risk of 
industry which they cannot control and (a) that, in 
particular, the contributions of employers should 
not be merged into a general fund for the relief 
of other workers than their own. In support of this 
latter contention, the adverse decision of the 
Supreme Court about the pooling method in 
the railway retirement case will, of course, be cited. 
The opinion of the minority may however be able 
to win some acceptance on this issue. 

There are three rather powerful sets of precedents 
in opposition to these contentions and in favor of 
the constitutionality of such state laws. 

The first deal with the taxes imposed by numer- 
ous states upon the owners of all dogs, the proceeds 
from which were then used as funds with which to 
indemnify the owners of all sheep killed by dogs. 
The courts uniformly upheld these laws and 
declared that the owners of every dog were 
obligated to pay such a tax even though their dogs 
might have been completely innocent. The fact 
of the loss and the inability to locate specific 
responsibility led the courts therefore to approve 
the assessments upon poodles as well as St. 
Bernards and upon Pekingese as well as blood- 
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hounds.* What has been declared constitutional 
in the case of sheep may possibly therefore be 
appropriate, in the eyes of the courts, in the case of 
men. 

Secondly, in the case of state laws guaranteeing 
bank deposits, taxes levied upon all banks includ- 
ing the strong have been pooled to indemnify 
depositors in weaker banks which fail. And yet on 
two occasions the Supreme Court has declared such 
a pooling provision to be constitutional.* 

The decisions in the workmen’s compensation 
cases are of a more recent vintage. In four impor- 
tant cases the United States Supreme Court 
upheld the constitutionality of such laws.* In the 
Washington case, it affirmed a law which estab- 
lished a state fund and prescribed different rates 
for various occupational groups according to the 
relative degree of hazard. Certain of the state- 
ments of the court in this case are equally appro- 
priate to the question of unemployment insurance. 
“The authority of the states to enact such laws 
as reasonably are deemed to be necessary to 
promote the health, safety and general welfare 
of their people carries with it, a wide judgment and 

* See Morey v. Brown^ 42 N.H. 373; Tenney v. I^nz^ 16 VVis. 589; Mitchell v. 
Williams^ 27 Ind. 62; Van Horn v. People^ 46 Mich. 183; Longyear v. Buck, 
83 Mich. 236; Cole v. Hall, 103 III. 30; Holst v. Roe, 39 Ohio St. 340; McGlone 
V. Womack, 129 Ky. 274, 283. 

^ Noble State Bank v. Haskell, 219 U.S. 104; Abie State Bank v. Bryan, 
282 U.S. 765. 

*See New York Central v. White, 243 U.S. 188; Hawkins v. Bleakly, 243 
U.S. 210; Mountain Timber Co. v. Washington, 243 U.S. 219; Arizona Copper 
Co. V. Hammer, 250 U.S. 400. 


[278] 



CONSTITUTIONAL PROSPECTS 


discretion as to what matters are of sufficiently 
general importance to be subjected to state 
regulation and administration. . . . 

“It is said that the compensation or pension 
under this law is not confined to those who are left 
without means of support. This is true. But is the 
state powerless to succor the wounded except they 
be reduced to the last extremity? Is it debarred 
from compensating an injured man until his own 
resources are first exhausted?” 

The court then went on to deal with the argu- 
ment that the entire cost of compensation should 
not be imposed on industry and that firms with low 
accident rates should not contribute to the com- 
pensation of injured workers in plants with higher 
rates. 

“We are unable to discern any ground in natural 
justice or fundamental right that prevents the 
State from imposing the entire burden upon the 
industries that occasion the losses. . . . 

“To the criticism that carefully managed plants 
are in effect required to contribute to make good 
the losses arising through the negligence of their 
competitors, it is sufficient to say that the act 
recognizes that no management however careful 
can afford immunity from personal injuries to 
employees. . . . Taking the fact that accidental 
injuries are inevitable ... we deem the State 
acted within its power in declaring that no em- 
ployer should conduct such an industry without 
making stated and fairly apportioned contributions 
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adequate to maintain a public fund for indemnify- 
ing injured employees and dependents of those 
killed, irrespective of the particular plant in which 
the accident might happen to occur. In short it 
cannot be deemed arbitrary or unreasonable for the 
State ... to impose the burden upon the industry 
through a system of occupation taxes limited to the 
actual losses occurring in the respective classes of 
occupation.” 

If there is any consistency in the opinions of the 
court, then in the light of this decision and that 
in the Arizona case which followed it, the con- 
stitutionality of state unemployment insurance 
acts would seem to be fairly assured. For if the 
states can spend money on relief they would cer- 
tainly seem to be authorized to take steps so that 
these persons may be cared for before they are 
forced to go on relief. 

The Constitutionality of Mandatory Old Age 
Pensions 

Perhaps the weakest section of the Security Act 
from a constitutional standpoint is that which 
provides for mandatory old age insurance. While 
Title VIII which levies the taxes upon employers 
and employees is formally distinct from Title II 
which prescribes the scale of benefits to those over 
the age of sixty-five and to the heirs of the deceased, 
there is in fact a close and immediate connection 
between them. The individual benefits to be paid 
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are computed upon the basis of the contributions 
or taxes levied and upon nothing else. It will 
undoubtedly be charged that these titles of the act 
in effect therefore prescribe the specific purpose for 
which the tax is levied and that they are conse- 
quently unconstitutional since they launch the 
federal government into the performance of func- 
tions not specifically delegated to it by the con- 
stitution. There is certainly very real danger that 
such may indeed be the fate of this feature of the 
act. 

A good case can however be made for such a 
provision by simply interpreting the “general 
welfare” clause in a literal fashion. If Congress can 
further the general welfare by its system of taxation 
and appropriations why, it may be asked, must the 
two be separated from each other in order to gain 
the approval of the courts? Why cannot this be 
done by levying a tax for a specific purpose if that 
purpose can, in the minds of reasonable men, be 
thought to promote the general welfare? Even if 
this feature is declared unconstitutional it may 
perhaps be revised in the same manner as was the 
Railway Pension Act. This would be done through 
passing two separate and distinct acts. One of these 
would levy the taxes while the other would grant 
the benefits. This would have at least a better 
chance of being declared constitutional than the 
inclusion of the two branches of the system as 
different titles of the same act. 
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A Word in Conclusion 

The lines of reasoning which have been suggested 
above have been framed in terms of customary 
constitutional reasoning. But more is needed if we 
are to give to our society the plasticity which it 
needs. Ours is a changing society and if our 
political organization is to grapple with these 
changing and expanding issues it must be given the 
opportunity to adapt itself to the times. It has been 
extremely fortunate for America that under John 
Marshall the powers of the federal government 
were sufficiently expanded to enable it to meet the 
westward growth of the country, and that under 
Abraham Lincoln the narrowing interpretations of 
Taney and Buchanan were replaced with a program 
which enabled it to prevent the dissolution of the 
union and the continuation of slavery. There is 
equal need today for the constitution to grow 
with the times and to permit a peaceful adaptation 
to the problems of change. If this can be effected 
through legislation and judicial interpretation, 
peaceful change will be facilitated but if this is 
impossible then a constitutional amendment will 
become a necessity. In any event, those who would 
confine us to the straitjacket of narrow powers 
do a disservice to the country and to the constitu- 
tion which they profess to honor. For the troubles 
of our economic life will still continue but the 
agency adapted for control and alleviation will be 
stripped of its powers to act. Our national life 
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cannot be chopped into forty-eight separate sec- 
tions. If this happens and if the states are also 
prevented from acting, then no one knows where 
the blind forces of change will carry us. Only 
one surmise can safely be hazarded and that is that 
it will be to a very different state from that 
envisaged by the founding fathers. 
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Chapter XII 


THE RESPONSE OF THE STATES 
IN 1935 

S INCE only old age insurance is to be ad- 
ministered directly by the national govern- 
ment, state action is necessary to make the 
other features of the act effective. The purpose of 
the present chapter is to analyze the progress which 
has been made thus far by the various states in the 
field of old age pensions and unemployment in- 
surance and to indicate the further steps which 
seem desirable in each of these lines. 

The Present Status of Old Age Pensions 

By July, 1935, thirty-one states and two terri- 
tories had mandatory old age insurance laws, while 
four states had optional acts. The table on pages 232 
and 233 prepared by Abraham Epstein shows the 
main features of these laws.* 

From an examination of this table, it is fairly 
evident that state legislation needs to develop along 
the following lines. 

I. The twelve states without any such legisla- 
tion need to fall in line at the earliest possible 
moment. In the south the states where such action 
is required are Virginia, North Carolina, South 

* Taken from Social Security ^ 1935, p. 236. 

[287] 



TABLE XII 

Summary of Old Age Insurance Laws, July, 1935 


DEVELOPMENTS UNDER THE ACT 




rv 5 

VO {/3 


V u «) ‘C 
rt « «« .2 
(A CA M Q ( 


2 V 


\£\ in tn 


^ tn %rt O 


^ a 
o M 


.t; c t; 
U Z U 


« *0 

O. i O. Q. 
'Jc 'B Jo \B 


?6 z u 6 


iTo L'^aa o 


I I 


-ij ,j "5 s s « p fc p ~ c 4-. — 

cpcaS jrfcSaEscc ca Ec 

ococg^'SogcSEoo.oCj.^^o.. - y 
c 6 £.i.i«?E.§.|i^ee«sSrt^se 5 *Sc« 
uw.i-Sc'a:fu»<l2Cuv.u'®uu’^'OH^,'Ooti'* 

w^o o tniA®* 


6 g £-^ 


!. & S. o. £ £ 

»/i O O '<^0 

■i to « « 

^ ^ ^ **i. W. 


6 ^ V 

lOft *^0 O fcnio‘*io«o‘*‘*o O 


-1^ 10-^ •fli'tj 


to to 
to to N 
0-- O O 


O' o ^ o 


to to ■+ to r^ o to I 

to to to to w to to I 

O' O' O' C O 0“ O' I 


c £ 
Ji 9 

£ f 


I J1 


sis 

< < u 


O *3 C ' 

2 s M -s 

O o JS s 'S 

aaasE 


50. 

, . c J 3 S 2 .S' 

gi'i.s il i 

5 ^ .£ i 5 > S rt S .a .£ .2 .5 

X2S^^SSSSSS 5 


I >881 




THE RESPONSE OF THE STATES IN I935 


a c 


. 5 

S s iT S 




i v*- '<« 3 2 2 3 2 

Kfv ^ CO (A C/} c/} CO 


>>>>>>>* 


0000 
C-) U U U 


lA O O »« 10 


«« 




Citizenship 

Citizenship 

Citizenship 

Citizenship 

Citizenship 

Citizenship 

Citizenship 

Citizenship 

Citizenship 

15 

Citizenship or 
20 years resi- 
d e n c e in 
United States 
Citizenship 

Citizenship 

Citizenship 

IS 

Citizenship 

tn m to 

£ c 

^ ^ M JS M JS 

Q ^ 4-> *-> *-> 

*3 *3 

u *5 

c « 0 
•- •^’S. S 

>.gsS§o „o 0 

j.g>^Bag«.aa e 

« 0 > 0 

JH 1 E S 

^ 1 X 

. «s e rt 

S c = i* 



fe u ^ -a 

g 'm u a 

ugQO,O. 0 i<«uO. 0. 

.S 0 V •- 
S u a 0 a 

a t. u t. 
0 Q. ®* Q. 

0 0 p 0 

“"qioi^OOOvoO 0 

0 VO 0 0 

to “• to 

z V*. v»; 


K. tii vj 

*9. tii t<». 


S 6 




6 ^ 



^o «o 0 

VO VO t>> 

8. 8S R ^ ^ J 

C *0 to 0 »o 

V ^ SO NO 

0 to »o to 

fv ^ ^ ^ 


-8 K 




« O «<i *n »o ^ 

to M *»> 

^ O' ^ O' ^ ^ ^ 


10 »r> i/» 
»o tn «o 

O' O' o« 


to ir> O' VO lo O' •- 

to M t« t» r» M to 



[289] 


^ May be age seventy until January i, 1940. ' No pensions ever paid. 

• Reduced from age seventy in 1935. ’ To be reduced to five if federal law requires. 

• Only while federal aid is available; otherwise fifteen years. > Law docs not go into effect until federal funds are available. 

* If federal law allows aid to noncitizens the state will grant them pensions. • $50 to Civil War veterans. 

* Also allows pensions to infirm persons regardless of age. 
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Carolina, Georgia, Alabama, Mississippi, Louisiana 
and Texas. In the southwest Oklahoma and New 
Mexico are at the time of writing still without laws, 
as are Kansas and South Dakota in the middle 
west.‘ Some southern states will have to amend 
their constitutions before they take action. This 
was done in Texas by a big vote on August 24. 

2. The four states with optional laws should make 
them mandatory. These are West Virginia and Ken- 
tucky in the south, Nevada and Utah in the west.* 

3. The residence requirements will need to be 
reduced by many states. While a number of state 
legislatures have recently reduced this to five out of 
the last ten years, there are still a number of states 
where the requirements are very much higher 
than the maximum requirement which is permitted 
under the federal law. Thus Arizona requires no 
less than thirty-five years of residence as a pre- 
requisite, while Alaska requires twenty-five years. 
In North Dakota the requirement is twenty years, 
while there are no less than six states and one 
territory where the period for eligibility is fifteen 
years. These are Colorado, Hawaii, Indiana, Maine, 
Minnesota, New Jersey and Pennsylvania. Inci- 
dentally, among the states with optional systems, 
Utah also imposes a fifteen-year residence rule. 
Three of the mandatory states need to reduce their 
residence period from ten to five years. These are 
Florida, Idaho and New York. The remaining three 

^ Since then Alabama, Mississippi, Oklahoma and Texas passed laws. 

* Kentucky has since approved a constitutional amendment permitting 
passage of an old age pension law. 
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optional states, namely, Kentucky, Nevada and 
West Virginia, also have a ten-year provision, which 
needs to be revised. 

4. The scale of the pensions needs to be raised in 
many states. Thus, in Indiana the maximum pen- 
sion which can be granted amounts to only $15 a 
month, while in North Dakota the yearly maxi- 
mum is but 1 1 50, which in turn amounts to the 
extremely low monthly maximum of $12.50. In 
Kentucky the legal upper limit is $250 a year or a 
little over $20 a month. There are five states which 
have monthly limits of only $25, namely, Delaware, 
Idaho, Iowa, Ohio and Utah. Nor would there 
appear to be any adequate reason for limiting, as 
do a number of states, the amounts which can be 
paid to a couple to the low monthly figure of $45. 
It would seem as though the legal maximum for 
virtually all the states should not be less than $30 a 
maximum for a single individual and let us say $50 
or $52.50 for a couple. In states which are in a com- 
paratively better financial position, it would indeed 
be desirable to remove the upper limit entirely as 
New York, Massachusetts, Montana and the 
District of Columbia have done. This will certainly 
make it possible to give more adequate treatment 
to aged persons who may have special needs because 
of sickness, injuries, etc.^ In all probability the 
pressure of public opinion for raising the legal 
maximum to at least as high as $30 will be very 

‘Sec Francis Bardwell, “Adequate Assistance vs. an Inflexible Maxi- 
mum/’ Social Security y 1935, pp. 12-18. 
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Strong in virtually all the states, although it may be 
less effective politically in some of the states of the 
deep south. This public pressure is likely, therefore, 
to establish the $30 point as the prevailing upper 
limit. 

5. The granting of adequate pensions will not, 
however, be ensured merely by fixing an adequate 
maximum limit. For it will still be possible for the 
local administrative authorities to dole out very 
small pensions and to use the federal grants to help 
their own treasuries rather than the old people 
themselves. Thus the present scale of pensions in 
most states is still shockingly low, as is indicated 
by the table on page 237 giving the average pen- 
sions which were paid in various states in Decem- 
ber 1934.^ 

In no less than fifteen ot these twenty-three 
states, the average pension was under ^15 a 
month while in six the average was less than ^10. 
There were indeed only five states where the aver- 
age pension was over $20 a month. Such low aver- 
ages cannot be fully accounted for by the presence 
of private resources on the part of the pensioners. 
The primary reason for their lowness is the desire 
of the administrative authorities to economize 
because of the scantiness of state and local funds. 
Many applicants who need the full pension are 
therefore only given a fraction of this amount and 
all too frequently the pensions are administered 
on bare relief standards or worse. The desire to 
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economize also leads in many places to a distinct 
limitation upon the total number of persons who 
are to be granted pensions. The coming of the 
federal grants, by bringing additional funds, will 
make possible more adequate pensions. But, in 
nearly half of the states which now have pension 
laws, more money will be needed from the states 
and localities themselves if decent pensions are to 
be paid. 


TABLE XIII 


Average Monthly Pensions by States, December, 1934 


State 


Arizona 

California 

Colorado 

Delaware 

Idaho 

Indiana 

Iowa 

Maryland 

Massachusetts 

Michigan 

Minnesota 

Montana 


Average 

monthly 

pension 

State 

Average 

monthly 

pension 

#23. 75 

Nebraska 

3.88 

20,00 

New Hampshire 

19.06 

10.81 

New Jersey 

15.19 

9-95 

New York 

21 .06 

8.83 

North Dakota 

6.19 

7.26 

Ohio 

14.44 

13-25 

Oregon 

10.54 

22.08 

Utah 

9-83 

24.35 

Washington 

12.80 


Wisconsin 

19-95 

12.24 

Wyoming 

12.12 

12.41 

Average 

16.16 


There is great danger, however, that some states 
will try to keep down the average pension in order 
either that the federal grant may bring financial 
relief to the states or that the increased costs, if 
any, may be lightened. Thus a state paying pen- 
sions which now average ^lo a month might use 
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the federal subvention to increase the average 
pension to only $14. In this case $y would be met 
by the state and localities. The federal subvention 
would therefore have reduced the average state 
outlay by 30 per cent. It would in fact be possible 
for the state to pay out no more in pensions than 
before and thus pocket all of the federal funds for 
itself. In this case we would have federal aid for 
the states but not for the aged. 

The desire to economize may also lead many 
states which do increase their outlays to do so in as 
small a degree as possible so that even with the 
federal matched sums the total will be inadequate. 

Under the present act, the Security Board has no 
power to force the scale of benefits upward. Aside 
from the inducement of the federal grants the only 
protection which the aged have is the pressure of 
public opinion. There is need therefore for some 
federal control in fixing the minimum pensions to 
be paid, but in the meantime there is a moral 
obligation upon the states to be generous in respect 
to the size and the number of pensions granted. An 
alert and informed public opinion is therefore 
needed to see that the pension system really pro- 
tects the aged needy in an adequate manner. 

6. The age of eligibility should be reduced as 
speedily as possible to sixty-five years. While the 
states have until 1940 to reach this point, it is de- 
sirable that they approach it voluntarily before 
then. Eleven states, however, namely, Arizona, 
Indiana, Kentucky, Massachusetts, Minnesota, 
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Missouri, New Hampshire, New Jersey, New York, 
Oregon and Pennsylvania, do not now grant eligi- 
bility until the age of seventy is reached, while 
North Dakota fixes sixty-eight as its pensionable 
age.^ While the reduction of the age of eligibility to 
sixty-five would greatly increase the number of 
pensioners and the total financial outlays in these 
states, it should nevertheless be remembered that 
the federal government will be paying for virtually 
half of the total cost. This might well mean that the 
total outlay of the state governments would be no 
greater than before. If, indeed, the state govern- 
ments concerned do not lower their age of eligi- 
bility and do not loosen their other regulations, 
so that the total number of their pensioners will 
not increase, then, as has been pointed out, the 
immediate effect of the federal grants will be to 
give aid to the treasuries of the states rather than 
to the aged. Such was not the purpose of the na- 
tional act. There is great need, therefore, for the 
states with well-established pension systems to 
increase the number pensioned as well as the aver- 
age grant per person, so that the aged may benefit. 

There are also two states, Arkansas and Michi- 
gan, which though they fix sixty-five years as the 
pensionable age provide that this provision is not 
to go into effect until 1940 and that in the mean- 
time seventy is to be the age of eligibility. These 
laws, therefore, are pitched on as low a level in this 
respect as is possible to obtain the federal grant. 

* Oregon has since reduced the pensionable age to sixty-five. 
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There is always of course a temptation for states 
to act in this fashion, but it is most certainly de- 
sirable that they should voluntarily rise above the 
minimum. 

7. There is need for the states to permit aged 
persons to own a certain amount of property with- 
out disqualifying themselves for pensions. A num- 
ber of the states have introduced such provisions 
into their laws which are eminently sensible. If an 
aged couple own their own home but have little or 
no cash income, it would be at once cruel and fool- 
ish to compel them to sell their house and then 
exhaust the proceeds before they can receive relief. 
In the first place, it might well be impossible to 
make such a sale within any given period of time, 
and in the meantime the aged person would be in 
need of food, clothing, and possibly medical atten- 
tion. Secondly, in many cases the personal attach- 
ment to the home is so great that when it is lost the 
aged person will feel that a great deal has been 
taken out of his life and that it is a cruel system 
which will strip him of the objects to which he is 
accustomed and for which he has an affection be- 
fore it will grant him relief. Finally, once the home 
is sold and the aged person is placed on relief, then 
an allowance will have to be given him to provide 
him with shelter in order to take the place of that 
which has been taken away from him. Is it not, 
therefore, better to permit him to own and occupy 
his home in the first place and merely to deduct its 
rental value from the amounts which otherwise 
would be given to him ? 
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The same principle, though to a somewhat lesser 
degree, applies also in the case of other property 
than homes. If an aged person owns some addi- 
tional real estate, it may be impossible to realize 
upon it at the moment. It is, furthermore, a very 
harsh policy to insist that a person must be com- 
pelled to give up his savings and be ground down 
into a state of complete destitution before aid is 
given. Many persons who need a pension as a 
transitional aid to tide them over a difficult period 
will later be relatively able to do without it because 
of an improvement in family circumstances or a 
turn for the better in their own affairs. If they are 
compelled to sacrifice a small business, a farm, or 
some other form of property before they can get 
any aid, they may be permanently injured and 
indeed prevented from later improving their con- 
dition. It is, therefore, sensible to provide that 
persons who are in need should be permitted to 
own up to approximately $5,000 of property, but 
that they should be credited as having an income 
of 5 per cent upon these holdings so that this 
amount can be deducted from the sums which 
would otherwise be granted to them. To make this 
situation more flexible and to encourage individual 
savings, the total income permitted from all 
sources should be more than the maximum pension 
itself. Thus, it might be provided that the total 
yearly income including the pension should not 
exceed $S^o. Then if the pension were limited to 
I30 a month, it would be possible for the applicant 
to have $180 a year income from other sources and 
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Still receive, (if in the opinion of the administrator 
it was needed) the full pension of $ 360 . If, however, 
he owned a house worth $ 3,000 and other property 
worth $ 2,000 and made $50 a year himself, his total 
income from outside sources would be reckoned as 
$300 (i.e., 5 per cent on $S,ooo plus $ 50 ). If he 
needed the full amount of $$40 to maintain him, 
then the pension would amount to only ^240 a 
year, or $20 a month. If it developed that $360 
would protect him, then the pension would only be 
for the balance of $60 or a monthly figure of $5. 

But if the government provides these grants to 
prevent small property owners from being stripped 
of their holdings during their lifetimes, it is only 
proper that it should be repaid for its advances out 
of the estates of these persons after they die. The 
state laws should, therefore, provide for the re- 
capture of these pensions to the degree that suffi- 
cient assets are left upon decease. Nor should gifts 
made by aged pensioners in anticipation of death 
be permitted to defeat this purpose. To the degree 
to which such collections are effected by the states, 
the Security Act provides that the net proceeds be 
shared equally with the federal government so that 
it may also be reimbursed.^ 


* There is a defect in this provision which was absent from the Senate 
draft. If a state pays a pension of more than $jo and thus bears a larger share 
than the federal government, there is no good reason why the federal govern- 
ment should obtain half of any sums which are thus recaptured. The Senate 
draft provided that the federal share should only be “in proportion to the 
part of the old age assistance which represents the payments made by the 
United States.” 
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8. In the administration of the pension system 
the laws providing for the legal responsibility of 
relatives must be recognized but should not be too 
inflexibly enforced. As has been pointed out, the 
American pension system differs from the European 
in providing aid only if relatives obligated under the 
law to care for aged dependents are not in fact able to 
do so in any adequate manner. This fact combined 
with the test of the personal resources of the aged 
themselves necessarily imparts a major admixture of 
relief into our pension system. Whatever may be 
the wisdom of this as a social policy there can be no 
doubt that it will remain for a long time. Two steps 
can, however, be taken to lessen the onerousness of 
such provisions: (a) Collateral relatives can be 
freed to a greater degree from the legal obligation 
to support aged dependents. While it is proper that 
one should help to support one’s parents and grand- 
parents and perhaps one’s brothers and sisters, the 
obligation in the case of uncles and aunts is, for 
example, certainly far less, (i) Those legally respon- 
sible should not themselves be forced down to a 
submarginal standard of living in order to support 
their older relatives. This is especially important 
where there are young children in the family who 
would suffer from such an impairment of the 
minimum standard of living. Just what this 
standard of living is that should be protected will 
of course have to be worked out. It would be much 
better to define it as a minimum of health and 
decency rather than merely as a minimum of 
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physical subsistence. Certainly in no case should 
it be as low as the so-called “poverty” level. 

9. Pensions should not be denied to those in 
private institutions for the aged or in public nurs- 
ing homes or infirmaries. One of the primary pur- 
poses of old age pensions has been to enable the 
old people to stay in their homes and with their 
relatives instead of being forced into poorhouses. 
The fundamental principle behind this agitation 
has of course been correct. By the addition of small 
sums it is frequently made possible for sons, daugh- 
ters, etc., to maintain parents and other aged rela- 
tives in their homes when this could not be done 
without such grants. The pensions also frequently 
make it possible for aged persons who so desire to 
live by themselves. By thus sparing old people from 
the humiliations attendant upon entering a poor 
farm the old age pensions have done and will do 
great good. Nor is this all. Since it is notorious that 
many poor farms have been run primarily for the 
profit of the politically influential superintendents 
rather than for the benefit of the aged, the old age 
pensions help to remove thousands of peculiarly 
defenseless people from the attendant tyranny, 
exploitation and neglect. It is natural and perhaps 
proper therefore that virtually all state laws 
should prohibit the pensions from being paid to 
those who are in a public institution. 

The dislike for institutional care has, however, 
commonly been carried too far, so that there is a 
movement to prevent the pensions from being paid 
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to those who are in any private institutions for the 
aged or who may be receiving treatment in a state 
hospital, etc. The truth of the matter is of course 
that while a large proportion of the aged ought not 
to be in an institution, there is nevertheless a large 
group who need the skilled and specialized care 
which only an institution can present. A great 
many of the old people are ill or crippled and need 
specialized nursing and medical care. This can 
commonly be furnished more effectively in a home 
for the aged or an infirmary than in the private 
home or lodgings of the aged person. There are also 
many who prefer the congregate life of an institu- 
tion to the lonely life of a lodging house or living 
by themselves. There are also somewhat psycho- 
pathic persons who are far better off in an institu- 
tion than outside. If such a person then enters a 
place where he can be taken care of better than 
otherwise, it certainly seems inconsistent to deny 
the person a pension with which he might pay for 
this better care. Three safeguards should, however, 
be attached to any such permission. The first is 
that the pensions should be paid only to those who 
are in private homes which are approved as ade- 
quate and efficient by the state welfare department 
which administers the act. The second proviso 
should be that the pension should be paid to the 
individual and not to the institution. Finally, the 
approval of the welfare workers should be required 
for either the entrance or the continuance of an 
aged person in such a private home or institution. 
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There is also no sufficient reason as a state de- 
velops competent nursing homes, infirmaries, hos- 
pitals, etc., why persons needing treatment there 
should not receive a pension while residents of 
them. Before the days of federal action, this could 
have been opposed on the ground that it was 
unnecessary since the state would be paying for 
them anyway as patients and to furnish pensions 
would merely mean taking money out of one 
pocket and putting it into another. The same 
objection no longer holds with the coming of 
federal aid for old age pensions. The cost of main- 
taining the state or county institutions is borne by 
these governments and they are not federally aided. 
Aged persons in need of institutional treatment 
who are sent to such places will, when they are 
taken off the pension rolls, increase the expendi- 
tures of the state and decrease the aid given by the 
federal government. It is certainly unfair to penal- 
ize a state for thus giving superior treatment to its 
aged. But under no conditions should the old and 
discredited poorhouse system be brought back 
under another name. 

A primary purpose of pensions is to abolish the 
need of forcing individuals to enter institutions 
because of their poverty. It will of course need 
skillful administration to prevent the old abuses 
from coming back and to lead to such an integra- 
tion of institutional and home care for the aged as 
will best serve the purpose. As the administration 
improves it will, therefore, be well to remove the 
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present absolute prohibition upon federal aid being 
given for pensions to those in public institutions 
and to qualify this in such a fashion as will permit 
institutional care to be utilized for the ill and 
infirm as needed. 

lo. The financing of the proportion of the cost of 
old age pensions which is to be borne by the states 
and localities should be done upon progressive 
rather than regressive lines. There will be a temp- 
tation for many of the states to bear their share of 
the cost by either installing a sales tax or by adding 
to the sales tax which they already have. This has 
been the most common method which the states 
have used to finance relief during the depression, 
and it is also being used by a number of states to 
bear the cost of old age pensions. 

But a sales tax is about the most unjust form of 
taxation which can be devised. It is not even a pro- 
portional form of taxation, but is instead grossly 
regressive since it makes the poorer families ac- 
tually pay a larger proportion of their income than 
the well-to-do and wealthy. For the expenditures 
of the wealthy for personal services are not taxed, 
nor are their investments. It follows, therefore, 
that a sales tax takes a smaller percentage from 
them than it does from the poor and the lower 
income groups in general. 

There is a real need, therefore, for more state 
taxes on income and corporation profits and for 
higher rates of progression than now prevail. The 
need for such a policy is also increased by the fact 
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that, as Robert H. Jackson of the Treasury Depart- 
ment has shown, the proportion of federal reve- 
nues realized from the regressive excise taxes 
and customs duties has increased during the depres- 
sion while the proportion obtained from taxes on 
the well-to-do have decreased.^ 

It is certainly desirable to get as far away as 
possible from this situation where the costs of 
taking care of the poorest are lodged upon the 
shoulders of the poor. There is too much of this in 
the federal program itself and it is necessary to 
avoid it in the working out of the state taxation 
programs for the support of old age pensions, 
mothers’ aid and the other parts of the security 
program which call for state funds. This need for 
income and corporation taxes is increased by the 
fact that real estate is still in a difficult situation 
and can by no means bear as large a share of taxes 
as in the past.* 

If the income levies do not raise enough money 
and it is necessary to levy some kind of a sales tax 
then at the very least it is essential that expendi- 
tures for food and for clothing of moderate price 
should be exempted from the tax. 

Unemployment Insurance 

As has been stated, eight states and the District of 
Columbia at the time of writing (September, 1935) 

1 See R. H. Jackson, “The Rich Get Richer,** New Republic^ Vol. 
LXXXIV (August 28, 1935), p. 68. 

* If one is a single-taxer, one will of course welcome the opportunity to 
increase the taxes on bare land values as distinguished from improvements. 
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have passed unemployment insurance laws. These 
are Wisconsin, New York, New Hampshire, Utah, 
Washington, California, Alabama and Massa- 
chusetts. In addition, the North Carolina legis- 
lature has empowered the Executive Council of 
that state to enact the type of law which it deems 
best. 

The main features of these acts are shown in 
Table XIV on pages 250 and 251. 

It will thus be seen that seven of the acts. 
District of Columbia, California, New Hampshire, 
New York, Washington, Alabama and Massachu- 
setts have pooled funds; and two, Utah and 
Wisconsin, plant reserves. The Alabama, Cali- 
fornia, District of Columbia and New Hampshire 
laws provide for merit rating beginning in 1941. 
Five of the six states with pooled funds, namely, 
California, Massachusetts, Alabama, New Hamp- 
shire and Washington, require contributions from 
the workers. Except in Massachusetts the workers’ 
contributions are not to exceed i per cent of wages, 
although California and New Hampshire make 
the workers’ assessment for the first year only 
one-half of i per cent. Ultimately the workers’ 
contributions in Massachusetts are to be per 
cent. 

There is a pronounced tendency for the acts to 
grant a longer period of benefits to those who have 
previously been employed for longer periods of 
time without drawing benefits. This is particularly 
seen in the laws of California, Massachusetts, 
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New Hampshire and Washington. It is not pro- 
vided for in the New York and Utah acts. The 
basic benefit period is sixteen weeks in Massachu- 
setts, New Hampshire, New York, and Utah; it is 
fifteen weeks in Washington and thirteen in 
California. It is lower still in Wisconsin. 

It is interesting to note that the California, New 
Hampshire, and Massachusetts laws provide that 
they are to be discontinued if the federal act is 
invalidated. If this qualification becomes general, 
one of the arguments for the tax offset method will 
disappear. For one of the alleged superiorities ad- 
vanced for that device was that, even if the federal 
law were later to be declared unconstitutional, it 
would meanwhile have served its purpose by get- 
ing the states to pass laws which would be consti- 
tutional. Under the provision which has been 
adopted by these three states, however, if and when 
the federal tax offset system is declared unconsti- 
tutional, the corresponding state acts will auto- 
matically disappear. 

In view of the fact that so many of the states 
will take action in the near future on the type of 
employment insurance which they are to enact, the 
following recommendations may be pertinent. ‘ 

I. The state systems should provide pooled 
funds rather than individual company reserves. 
The reasons for this position have been rather 
thoroughly discussed in the preceding chapters. 

‘ For a fuller treatment of some of these points, see my Standards of 
Unemployment Insurance, 
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Individual company reserves will result in a great 
inequality of benefits because there will be great 
differences in the volume of unemployment be- 
tween enterprises.* This inequality will in many 
cases carry with it gross inadequacies as well and 
will inevitably arouse strong opposition from the 
general rank and file of the workers. Nor will these 
differences between firms in the relative amount of 
unemployment reflect in any significant degree the 
differences in their business ability. For unemploy- 
ment, unlike accidents, is primarily caused by 
forces outside the individual concern.* 

The drift of legislative opinion is very clearly 
toward the pooled fund and away from the Wis- 
consin system of plant reserves. It will be remem- 
bered that during the legislative sessions of 1931 the 
Wisconsin system almost had the field to itself, 
but that by 1933 the pooled reserve was on vir- 
tually even terms as measured by the number of 
bills. For the sessions of 1935, out of sixty-nine 
bills which have been studied from a large number 
of states, no less than forty provided for pooled 
funds. Of these, twenty-four had no provision for 
merit rating, while sixteen did. On the other hand, 

^ The only way to guarantee equality of treatment under the Wisconsin 
plan would be to provide fixed benefits and then make individual employers 
pay these benefits regardless of how much it cost them. This would mean 
removing any maximum from the contributions of the employers. The Wis- 
consin plan is, however, careful to fix such a maximum and, therefore, must 
scale down benefits in those firms where unemployment is relatively high. 

* It seems extraordinary that the proponents of the Wisconsin idea, after 
six years of a world-wide depression, should still cling so strongly to their 
idea of almost exclusive individual responsibility. 
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only ten bills provided for separate employers’ re- 
serves, while six called for industry reserves.* The 
rest of the proposals were either introduced only by 
title or were unusual variants. The pooled fund pro- 
posals were, therefore, outnumbering the proposals 
for separate reserves at a rate of two and one-half 
to one. This tendency is reflected in the fact that 
seven out of the eight laws which have thus far 
been passed this year (1935) are of this model. 

There is likely, however, to be a movement in 
favor of plant reserves by certain large groups of 
employers. These will wish to encourage the 
workers to think in terms of the individual plant 
rather than the industry or all business and to 
associate their interests with those of the firm. On 
the other hand, organized labor will oppose the 
system of plant reserves not merely on actuarial 
grounds but also because they believe it will foster 
the spirit of separatism and company unionism 
which in the eyes of many employers is its merit.* 

* See Donald M. Smith, A Comparison oj Unemployment Insurance Bills in 
American State Legislatures (M.A, thesis. University of Chicago), p. 6. 

*Thus see the statement by President William Cirecn of the A.F. of L., 
House Hearings^ op, cit,^ p. 395. “There is a serif)us menace to organized 
labor in the individual company reserve. Employers who are strongly 
opposed to the free and independent organization of trade unions will be 
able to use their company or industry reserve as a weapon . . . against 
unionization of their employees. They might offer slightly higher benefits, 
or pay benefits for a little longer period, upon the understanding that their 
employees remained unorganized; they could use their unemployment 
reserves around which to build a company union, and thus prevent the 
growth of bona fide trade unions. Speaking for the American Federation of 
Labor ... I protest most emphatically against any provision which 
permits a State to set up unemployment reserves on the basis of company 
or of industry." 
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Virtually all the legitimate purposes and none of 
the attendant disadvantages of the company re- 
serve plan would be conserved by a system of merit 
rating inside the pooled fund. After an initial 
period in which to accumulate experience, the rates 
might be varied somewhat from plant to plant or 
industry to industry to take account of and to re- 
ward such real accomplishments in the field of 
stabilization as might have occurred. But care will 
have to be used not to give personal credit to a firm 
for what is merely an industrial trend. Thus, 
from 1921 to 1926 the manufacturers of silk stock- 
ings gave full employment, but this was primarily 
caused by the great growth in demand rather than 
by individual good management. Similarly, it 
should be realized that one industry may have lit- 
tle unemployment itself but cause great unem- 
ployment elsewhere. Thus, the radio and the 
phonograph have struck body blows at the piano 
industry and similarly the rise of silk and rayon 
injured cotton manufacturing. The problem of 
merit rating is, therefore, not so simple as is some- 
times argued. 

2. Should the workers contribute towards the 
support of the state systems ? 

It should be realized that the 3 per cent assess- 
ment upon employers provided by the federal act 
will not give a very appreciable amount of pro- 
tection. If a three weeks’ waiting period is used, 
the average which can be promised for the country 
as a whole will probably not exceed fourteen or 
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fifteen weeks of benefit per year. In the states with 
low unemployment rates such as South Dakota 
this can of course be increased, but in states with 
high unemployment such as Michigan, even less 
than this can be given. Such provisions are of course 
grossly inadequate and it is desirable to extend the 
benefit period to at least twenty weeks and if possi- 
ble to twenty-six weeks. But to do so will require 
additional funds in all except the states with ex- 
tremely low unemployment rates. Where states 
can provide these additional revenues through 
income and corporation taxes, it is of course highly 
desirable that they should do so. Where this cannot 
be done, it is better, however, for the workers to 
make a small direct contribution in order to in- 
sure more adequate benefits. For the essence of 
insurance is that less suffering is caused by the 
many making small contributions than for a minor- 
ity to suffer great losses. 

There are certain other advantages besides more 
adequate benefits which may be obtained by direct 
contributions on the part of the workers. They will 
make it more certain that the workers will have an 
equal share with the employers in the administra- 
tion of the act and this is particularly important in 
the matter of defining what are “just grounds” for 
leaving work, and what is “suitable” employment. 
They will also probably help to enlist the interest of 
the rank and file more effectively in preventing 
malingering. Many labor leaders are coming to see 
that since the employers’ contributions will largely 
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be borne by labor in an indirect fashion, there is 
something to be gained by labor’s making a direct 
contribution in order to have a voice in the conduct 
of the system. While the leading officials of the 
American Federation of Labor itself oppose con- 
tributions by the workers, it is significant that the 
labor movement in Illinois, New Hampshire, 
Massachusetts and Ohio has supported bills which 
call for such payments. But if the workers do make 
contributions, these should not be large and should 
not exceed i per cent at a maximum. Since the 
employer’s contributions will be only i per cent and 
2 per cent during the first two years, the contribu- 
tions of labor should either be omitted entirely for 
the first year or started at only one-half of i per 
cent. The provision of this additional i per cent 
should furnish, on the average, approximately 
five weeks of additional benefit. 

3. Should the states themselves contribute? 

This question has already been answered. Wher- 
ever the states can raise appreciable sums of money 
through progressive income and corporation taxes, 
it is highly desirable that this should be done. It is 
probable that an adequate unemployment insur- 
ance system will cost at least 5 per cent of the 
payroll, and there is, therefore, a need for contri- 
butions from the more well-to-do. 

4. What should be the scale of benefits ? 

In all probability, a benefit scale amounting to 
approximately 50 per cent of current full-time 
earnings is the best which can be given at this time. 
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From an administrative standpoint it is important 
that checks of not too many different amounts 
should be issued. The drafters of some of the exist- 
ing state laws have not fully considered these 
difficulties since they generally provide for benefits 
equal to one-half of each person’s full-time wage, 
subject of course to a maximum provision. This will 
mean in practice that since the weekly wages will 
vary greatly literally hundreds of different sized 
checks will have to be made out for benefits. This 
will not only involve an immense amount of added 
administrative work but will give an opportunity for 
frauds and mistakes. 

In order to avoid this difficulty it would be well 
to provide either separate wage categories with one 
basic benefit for all those within the category or to 
pay benefits to the nearest full dollar to the 50 per 
cent figure. It is also desirable to fix a minimum 
and maximum figure for weekly benefits. These 
should be either ^4.00 or I5.00 for the bottom, and 
approximately I15.00 for the top. 

5. What salary limits, if any, should be imposed 
in the state law? 

The federal act will collect taxes against which 
offsets may be made on all wages and salaries paid 
without regard to amount. It would seem wise, 
therefore, for the state unemployment insurance 
systems to include not only all wage-earners but all 
salaried workers as well. The limitation of benefits 
to 1 15 a week will, however, prevent the upper- 
salaried group from receiving an undue amount of 
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protection; and indeed will result in their giving in- 
direct aid to the lower-salaried workers. 

In order to avoid offending the upper-salaried 
employees, it will, however, be wise if the workers 
are not asked to make any payments on that 
portion of their wages and salaries which is 
above $30 a week or the approximate amount 
which would be insured under a 50 per cent bene- 
fit scale. 

6. How long a benefit period should be pro- 
vided ? 

The answer to this question is largely suggested 
by the discussion in this and previous chapters. It 
will necessarily depend on the total rate of assess- 
ment or the amount of funds and upon the state. 
For the average state, an assessment of 3 per cent 
should give from fourteen to fifteen weeks of bene- 
fit subject to a four-week waiting period. A 4 per 
cent assessment should give twenty weeks of bene- 
fit and a 5 per cent rate from twenty-six to thirty 
weeks. In states like Michigan, the correspond- 
ing number of weeks would be nearer ten, fifteen 
and twenty respectively. In South Dakota or 
Georgia the weeks might be twenty, thirty and 
forty. 

7. How long a waiting period should be required? 

It is desirable to prevent the funds from being 

consumed by paying benefits to those who are 
unemployed for only short periods of time, thus 
diverting aid from those who are unemployed 
for long periods and who consequently will need 
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assistance the most. For this reason, the waiting 
period should be appreciably longer than the six 
days required under the English act and should be 
at least three weeks. In states with high unem- 
ployment, a waiting period of four weeks may be 
necessary in order to conserve the funds for those 
who will need them most. 

8. What should be the eligibility requirements as 
regards previous periods of employment? 

It is proper to confine the benefits to those who 
are customarily a part of the effective labor supply 
and to exclude those who merely enter industry to 
meet seasonal peaks and then retire to family or 
student life. For this reason the requirement that, 
in order to be eligible for benefits, a worker must 
have been employed in an insured occupation for 
at least thirty-six weeks in the two preceding in- 
surance years or twenty weeks in the last year is 
reasonable in periods of stable employment. 

To impose such a standard in the midst of a de- 
pression would be perhaps unduly severe and this 
ruling might be modified to a total of thirty-two 
weeks in the two preceding insurance years or 
seventeen in the immediately preceding year. 

9. Should extra weeks of benefit be granted to 
those with longer periods of employment? 

It is in general desirable to reward those who 
have long records of employment with longer than 
average periods of benefit. This will be especially 
important if the workers themselves make contri- 
butions. This purpose can be carried out by pro- 
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viding that, within limits, more than the standard 
weeks of benefit will be granted to an unemployed 
worker for every given block of weeks above a cer- 
tain number during which he was employed in an 
insurable occupation during the two preceding 
years. Thus, it could be provided that one addi- 
tional week of benefits would be given for every 
four weeks of employment in these two preceding 
years above a total of seventy-two or of eighty 
weeks. This would permit the worker who had been 
employed steadily during this time to draw from 
six to eight weeks of additional benefits. 

It will be noted, however, that this arrangement 
would not provide any additional weeks of benefit 
for those who were employed more than the 
minimum number of thirty-two or thirty-six weeks 
during the two preceding years but less than the 
seventy-two or eighty weeks set out above. While it 
would complicate the situation, this difficulty 
might be met: {a) By lowering the maximum bene- 
fit period to those who had been employed for 
thirty-six or twenty weeks by from five to six 
weeks a year. This would mean that a ten-week 
benefit period would be given instead of a fifteen- 
week period and so on. Then it could be provided 
that for each five weeks worked in excess of this 
minimum an added week of benefits would be paid. 
This would give a more even graduation of benefits 
to employment, but it would hurt those who for 
one reason or another, and perhaps largely through 
no fault of their own, had been unable to obtain 
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much more than the minimum number of weeks 
of work required to qualify. This possibility is, 
therefore, merely advanced as a suggestion but is 
not advocated by the author at this time. 

Some further allowance should also be made for 
those who in the future will have stable employ- 
ment records covering more than the two preced- 
ing years. 

lo. What special provision if any should be 
made to cover seasonal employment? 

Unless the unemployment insurance systems are 
carefully framed, there will be danger that the 
funds will be largely devoted to paying benefits for 
the seasonally unemployed, whose needs are least, 
at the expense of curtailing benefits to the unem- 
ployed who lose their jobs because of business 
depressions and whose needs (along with the 
technologically unemployed) are greatest. The 
relative volume of unemployment is very high in 
the industries such as clothing and the building 
trades where each year brings its dull seasons. The 
workers in these trades are already generally paid 
a higher hourly rate to compensate them for the 
less than the average number of hours which they 
are able to work. To pay them full insurance bene- 
fits for virtually all the time which they do not 
work within a year would, therefore, be in effect 
to pay them twice for the same thing. While the 
provision of unemployment insurance in this 
fashion would probably ultimately operate to 
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reduce the hourly differential, this would take 
time and at best might be incomplete. Much 
needed funds would, therefore, be given to persons 
who were already largely protected against the very 
risk for which payment was being made. 

In addition, since this type of unemployment is 
more or less regular in its incidence from year to 
year and largely predictable in its amount, the 
workers have in large measure the possibility of 
making sufficient savings during the busy seasons 
to carry them through the idle months. Insurance 
is not, therefore, so much needed in these cases in 
order to help equalize personal incomes through 
time. In the case of technological and cyclical un- 
employment, however, both the incidence and the 
duration of unemployment are far less predictable, 
with the result that some form of insurance is 
greatly needed. 

It is, therefore, desirable to exclude a very large 
proportion of chronic seasonal unemployment from 
compensation. The best way to do this is not to 
impose for all industries as long a waiting period as 
eight weeks, as Professor A. H. Hansen once pro- 
posed, but instead to permit the administrative 
authorities to increase the waiting period in indus- 
tries with pronounced seasonal unemployment. 
Thus, in coal mining and the building and clothing 
trades, a waiting period of ten weeks might be 
required, while in others it might be eight, six or 
fewer weeks. Some such program as this is most 

[319] 



DEVELOPMENTS UNDER THE ACT 


certainly needed if the funds are to be conserved 
for the most severe and most unexpected varieties 
of unemployment. 

II. What provision should be made in the case 
of part-time employment? 

Workers may suffer from an insufficient volume 
of current employment as well as from complete 
unemployment. Where workers are employed only 
one, two or even three days a week, their earnings 
are severely reduced because of lost time, and they 
should be given some protection. On the other 
hand, if every bit of lost time were counted as un- 
employment and compensated for, then the in- 
surance funds would be unduly dissipated on 
small scraps of time instead of being saved for the 
large blocks which are lost through outright 
unemployment. 

Perhaps the best way of meeting this situation 
would be to provide that no compensation be paid 
as long as the days of work offered did not fall 
below four. In this way the decrease from a six- or 
a five-day week would be borne by the workers. 
Then each day less than four a week which was 
worked would be counted as unemployed time. 
After eighteen of these days (i.e., three weeks) 
had been accumulated within an insurance year, 
then compensation would begin under the usual 
terms. Only full days of unemployment would, 
however, be counted and the loss of half-days or 
odd hours because of administrative reasons would 
not be tallied. 
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12 . What penalties should be imposed upon 
those who leave their work without just cause, or 
who will not accept suitable employment? 

Unemployed persons who have left their jobs 
without “just cause” should not of course receive 
benefits on the same terms as those who have lost 
them through no fault of their own. Nor should 
those who refuse “suitable employment.” There 
are, however, two vital questions which neces- 
sarily arise in this connection, namely, how should 
“just cause” and “suitable employment” be de- 
fined and should the guilty person be completely 
barred from all benefits or should he merely be 
disqualified for an added period of time? 

The precise meaning of these terms will have to 
be primarily worked out by the administrative 
authorities, as in Great Britain, where the decisions 
on these points fill a number of volumes. A codifica- 
tion of the British decisions on these points would 
in fact be one of the most useful pieces of research 
which could be undertaken and would be of great 
aid to American administrative authorities. Cer- 
tain criteria can, however, be fairly clearly indi- 
cated. Where a worker has been dropped because of 
lack of work he is entitled to benefit. Where he is 
discharged for gross insubordination or inefficiency, 
then if these charges are confirmed and there are 
no sufficiently mitigating circumstances, he can- 
not be said to have left for a “just cause.” If his 
insubordination were caused by previous abuse on 
the part of employer or foreman then this can serve 

[321 ] 



DEVELOPMENTS UNDER THE ACT 


as an excuse. Where the worker voluntarily throws 
up a “good” job, he should suffer some penalty. 
If the job is unheal thtul, or in the case of juveniles 
or women has undue moral hazards, then a worker 
is justified in quitting it. 

Whether a worker can claim “just cause” for 
leaving a job which is conducted under nonunion 
conditions, or where he has to sign a yellow-dog 
contract or where the wages and hours are sub- 
stantially less favorable than those prevailing for 
similar work in the locality is uncertain. The 
federal act merely lays down these criteria for new 
jobs; it does not explicitly apply them to jobs which 
a worker is already holding. One can easily foresee 
that the unions will urge that these same standards 
should be applied to all types of work and that the 
employers’ associations will try to prevent this 
definition from being enlarged. Which will win will 
depend not only upon the good sense of the ad- 
ministrators, but also upon the economic and 
political balance of power which prevails. 

It should of course be understood that, if a worker 
leaves his job because he is sick or injured and 
hence is unable to work, he will not be eligible 
for unemployment benefits. Unemployment in- 
surance is designed to protect those who though 
able and willing to work are yet unable to find 
suitable employment. Such persons as these should 
be protected by workmen’s compensation and by 
health insurance, but these should not be confused 
with unemployment insurance. 
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Some of the points in connection with suitable 
employment have already been mentioned in the 
discussion of the national act. If a strike or lock- 
out is in progress in the plant it is not "suitable” 
employment, and a worker may refuse it without 
penalty. If he is required to sign a yellow-dog con- 
tract, it is not suitable work and he also may refuse 
without loss of rights. If the wages, hours and con- 
ditions of work are "substantially less favorable” 
than those prevailing for similar work in the 
locality, the worker may properly regard the job 
as "unsuitable” and refuse it without loss of rights. 
As has been indicated, the state laws may use a 
more rigid definition and insist on a precise equality 
with the prevailing rate, although this prevailing 
rate is sometimes difficult to ascertain. If the state 
laws use the same phrase of "substantially less 
favorable” which is embodied in the national act, 
then there will be, as stated, an administrative 
problem of determining just how much wages and 
conditions must be below the prevailing standard 
before the differences become “substantial.” 

Work of an excessively dangerous or unhealth- 
ful character will in all probability be regarded as 
unsuitable, as will work which presents moral 
dangers for juveniles and women. 

Two important questions which are certain to 
arise are the degree to which workers should be 
permitted to refuse other work than that to which 
they are accustomed or trained as "unsuitable” 
and the degree to which they may refuse work away 
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from their home locality. A skilled worker in a dic- 
ing craft cannot be allowed perpetually to refuse 
other work and to receive unemployment benefits, 
for this would create an idle pool of labor and pre- 
vent much needed fluidity. On the other hand, he 
should not be forced immediately to take other 
work for this might mean a serious impairment of 
his economic position. He should be given, in short, 
some time in which to adjust himself and find work, 
if he can, in the jobs for which he is best adapted. 
But the question as to how much time should be 
allowed him is one upon which no a priori pro- 
nouncement can be made and which will have to 
be worked out from the experience of adminis- 
tration. Unskilled and semiskilled workers will 
present a less difficult problem since they can be 
switched from job to job and industry to industry 
with much greater ease. 

The case is similar as regards geographical shifts. 
All workers should be allowed some time to find 
work in their own locality. If this is not available, 
then after a period single men can be asked to take 
positions elsewhere if they are available and, in 
other respects, suitable. But such pressure should 
be much more sparingly applied to men with 
families, particularly to married men who own their 
homes, for such a transfer might mean a disruption 
of family ties and an economic loss which should be 
avoided if at all possible. 

Once it is, however, adjudged that a worker has 
left his job without “just cause” or has refused 
“suitable employment,” the question will arise as 
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to how severely he should be punished. Unlike the 
former issue, this should be primarily settled by the 
laws themselves rather than by administrative 
interpretations. The Wisconsin act is particularly 
severe in this respect, and completely disqualifies a 
man. The New Hampshire act, on the other hand, 
disqualifies him for three weeks in addition to the 
usual waiting period. 

Since the benefits which the worker receives will 
in all probability be approximately only half his 
customary wage, it is perhaps unnecessary to 
impose complete disqualification as a deterrent. 
On the other hand, it may be wise to make the 
penalty somewhat heavier than that provided 
under the New Hampshire law. A provision that 
the added period of disqualification is not to exceed 
six weeks nor be less than four with discretion given 
to the administrative authorities to graduate the 
amounts between these upper and lower limits 
may well prove to be the wisest. 

13. What special administrative safeguards 
should be set up? 

We have already spoken of the fact that while 
conditions will differ from state to state, it seems 
generally desirable to confide the administration 
of the system to commissions located inside the 
state departments of labor. These commissions 
should include representatives of employers’ organ- 
izations and accredited organizations of labor. 

In addition, it will be advisable to create two 
sets of advisory boards. The first will be for the 
state as a whole and should have at least three 
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accredited representatives of employers’ organiza- 
tions, three from corresponding organizations of 
labor, and three who are chosen to represent the 
general public. Such a body if well selected can do 
a great deal in protecting administrative posts 
from the spoilsmen and in enlisting the support of 
the various groups in the state for the measure. 
Similarly, local committees can assist the insurance 
offices and at times provide a lay court before 
whom the questions of “just cause” and “suitable 
employment” can be tried. Ultimate appeal can of 
course be made to the state administrative body. 

Since the summarization of state legislation was 
written Oregon has been added to the growing list 
of states with pooled fund plans. The law also 
provides for plant reserves and guaranteed em- 
ployment accounts and some confusion exists as 
to the importance of the pooled fund. Coverage in 
the Oregon law is extended to employers of four or 
more and excluded employments are identical with 
those in the federal law. Contributions are required 
from employers at the regular rate of 2.7 per cent 
and from employees at the regular rate of i per 
cent. The qualification period is 26 weeks employ- 
ment within 52 weeks or 40 within 104. Benefits 
are payable at the rate of 50 per cent of weekly 
wages with a maximum of $15 and a minimum of 
I7. The waiting period is three weeks total unem- 
ployment or its equivalent partial unemployment. 
Administration is by a state unemployment com- 
pensation commission. 
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Chapter XIII 

DEVELOPMENTS IN 1936 

I . The Progress of Old Age Pensions 

B y the middle of September, 1936, the old age 
pension laws in thirty-nine states and terri- 
tories^ had been approved by the Social 
Security Board as coming up to the minimum 
standards set by the act. Four more laws (i.e., those 
of Nevada, South Dakota, Florida and West Vir- 
ginia) were before the board for approval and laws 
existed in three other jurisdictions which were not 
before the board for action.^ Only five states had 
failed to pass such laws. These were Tennessee, 
Georgia, South Carolina, North Carolina and Vir- 
ginia. It is probable that most of these remaining 
five states will pass old age pension laws in the near 
future and that the system will shortly be uni- 
versalized in this country. By July of 1936, 710,000 
aged persons were receiving pensions under the 
approved pension laws and it was estimated that 
the number in these states would be at least 800,000 
by September. Since there were other states, such 
as Pennsylvania, where pensions were being paid, 
which were not included in the above totals, the 

^ Including Hawaii and the District of Columbia. 

* I.e., Arizona, Kansas and Alaska. 
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total number in receipt of such grants was some- 
what larger. It was indeed probable that by Decem- 
ber I, 1936, approximately 1,000,000 aged persons 
would be on the pension rolls. Since the total num- 
ber who are sixty-five years and over is approxi- 
mately 7.7 millions, this would mean about 13 per 
cent of this group. 

The following statistics on the relative proportion 
of those eligible to receive pensions who were being 


1 

State 

Number of re- 
cipients of old 
age pensions 
per 1,000 esti- 
mated popula- 
tion over 65 
years of age 

State 

Number of re- 
cipients of old 
age pensions 
per 1,000 esti- 
mated popula- 
tion over 65 
years of age 

Oklahoma 

367 

Vermont 

**5 

Colorado 

304 

California 

107 

Idaho 

163 

Michigan 

103 

Wyoming 

224 

Maryland 

93 

Nebraska 

221 

Massachusetts 

9 * 

Minnesota 

205 

Connecticut 

72 

Ohio 

187 

Alabama 

7 * 

Mississippi 

175 

New Jersey 

67 

Utah 

173 

North Dakota 

1 67 

Washington . . 

150 

New Hampshire. . . 

54 

Iowa 

142 

Missouri 

<i 3 

Wisconsin 

141 

New Mexico 

45 

Arkansas 

*37 

Rhode Island 

39 

Delaware 

120 

District of Columbia 

*3 

Oregon 

120 

Maine 

*3 

Indiana 

**5 




paid them in June, 1936, are of interest in showing 
the wide variations which existed between states at 
that time. 
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The average monthly pensions amounted in June 
to the following sums in the various states. 


State 


Alabama 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

District of Columbia 

Hawaii 

Idaho 

Indiana 

Iowa 

Maine 

Maryland 

Massachusetts 

Michigan 

Minnesota 

Mississippi 


Average 

monthly 

grant 

State 

Average 

monthly 

grant 

#10-71 

Missouri 

$ 8.9J 

5-54 

Nebraska 

1533 

23.14 

New Hampshire 

20.82 

19.07 

New Jersey 

15.88 

12.32 

New Mexico 

14.48 

10 29 

New York 

20.59 

25.26 

North Dakota 

15.32 

11.40 

Ohio 

15.10 

21 .12 

Oklahoma 

7.92 

8.00 

Oregon 

20.49 

14.54 

Rhode Island 

17.47 

19.75 

Texas 

16.00 

12.75 

Utah 

18.51 

23.5* 

Vermont 

II . 16 

• 6-39 

Washington 

20.46 

18 53 

Wisconsin 

17.74 

3.62 

Wyoming 

21 .01 


Average for 34 states. 

f 16.02 


An examination of this table, together with those 
which have gone before, indicates the following: 

I. That the average pensions are still very low 
in many states. Thus, there were five states in 
which this average was less than $io a month. 
These were Arkansas, Indiana, Mississippi, Mis- 
souri and Oklahoma. The Mississippi average was, 
indeed, only $3.62. Oklahoma, with the third 
lowest average pension in the country, was the 
state with by far the highest proportion of pen- 
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sioners, since the previous table showed that no 
less than 36.7 per cent of those 65 years and over 
were on the roles. This state was, then, clearly 
following the policy of granting pensions to as 
many persons as possible instead of bringing the 
pension itself up to an adequate amount. 

2. In most states, the added federal monies had 
been used to increase the number of aged persons 
receiving assistance rather than to raise the average 
amount of assistance given. Thus, of twenty-three 
states for which statistics are available of the aver- 
age monthly pension paid in December, I935> and 
June, 1936, there were seventeen where the average 
was either less in the latter than the former month 
or not more than $2.50 greater.* 

3. In some states, however, the average size of 
the pension had been markedly increased under the 
federal grants. This was true, for example, of Idaho, 
Michigan, Minnesota, Oregon, Utah and Wyoming. 

Whether some states are not using part of the 
federal aid to give relief to their own budgets 
rather than using the full amount for old age 
assistance is still uncertain. There are indications, 
however, that this is being practiced by some 
states. 

Another tendency which is very marked is that 
for the states to bear a predominant share of the 
cost of matching the federal monies. Thus, in no 

^ Sec Social Security 1936, p. 167, published by the American Association 
for Social Security, and Public /issistance, Vol. I, No. 6, p. a, published by 
Social Security Board. 
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less than seventeen jurisdictions the state provides 
all the needed local funds. These are Arkansas, 
Connecticut, Delaware, Illinois, Iowa, Kentucky, 
Michigan, Mississippi, Missouri, Oregon, Pennsyl- 
vania, Rhode Island, Texas, Vermont, Washington, 
West Virginia and Alaska. In two more. New 
Jersey and Wisconsin, the state pays from 75 to 
P®*" cent of the local costs. In four states, 
Arizona, Maryland, Massachusetts and Minnesota, 
two-thirds of the costs are so met. Indiana con- 
tributes 60 per cent, and Nebraska 571^ per cent. 
In seven states, i.e., Alabama, California, Colorado, 
Maine, Montana, New York and Wyoming, the 
costs are shared equally between the local govern- 
ments and the states, while in New Hampshire the 
state pays only 5 per cent, or one-twentieth of the 
local costs. ‘ Since the states which bear the entire 
cost are in general those which have recently passed 
old age pension laws, while the 5 ^ 5 ^ laws were in 
the main passed during the years prior to 1933, it 
will be seen that there has been a progressive tend- 
ency to have the states bear an increasing pro- 
portion of the expense. 

Three types of administrative systems have 
developed, (i) The first and most numerous is that 
in which the county or locality is given the task of 
investigating and passing upon the claims for 
assistance and making the payments, with reim- 
bursement by the state for its share of both federal 

> Sec “ Digest of Old Age Assistance Laws of Several States and Territories 
as of Sept. I, 1936,** Works Progress Administration. 
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and state grants. There seem to be twenty states 
with this system, of which California, Massa- 
chusetts, New York, New Jersey, Pennsylvania and 
Wisconsin are the most important, (a) The second 
type is that of outright state administration, where 
a state agency makes the investigations, passes on 
claims and disburses the grants. There are ten 
states which use this method, namely, Connecticut, 
Delaware, Florida, Rhode Island, Texas, Vermont, 
Washington, West Virginia, Wyoming and Alaska. 
(3) Finally, there is a hybrid type, where the local 
authorities receive and investigate claims and make 
recommendations to the state agency, which finally 
passes upon them and which disburses the money. 
There are eight states in this group, namely, Ala- 
bama, Illinois, Iowa, Michigan, Mississippi, Mis- 
souri, Nebraska and Ohio. It will thus be seen that 
most, though not all, of the states in the last two 
categories also provide all the funds to match the 
federal grants. This is another illustration of the 
general rule that the authority which foots the bills 
will generally demand and obtain the adminis- 
trative control. 

2. The Development in the Fields of Mothers' 

Pensions, Assistance to the Blind, Health Care 
of Mothers and Infants, etc. 

By the middle of September, 1936, the laws of 
twenty-two states relating to aid for dependent 
children, or mothers’ pensions, had been approved 
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by the Security Board.^ There were eight more 
laws which were before it for consideration, ^ and 
sixteen other states with legislation in this field 
which had not submitted their plans to the board 
for approval.® There were two states, South Caro- 
lina and Georgia, without any such legislation. In 
July, there were 70,000 families in nineteen states 
with approved plans which were being aided in this 
fashion, and these families included 178,000 chil- 
tlren for whom grants were being given. 

The remaining states which were not yet re- 
ceiving federal aid were also granting assistance to 
a very considerable added number of families and 
children. In the nineteen states mentioned above, 
the total payments for July were 1 1,606,000, or an 
average monthly grant per child of ^9.04. This 
average of course varied from state to state. It was 
low in such southern states as Alabama, Arkansas 
and Oklahoma, where the averages were less than 
?4 per month. In twelve states, however, the aver- 
age was over ^10 a month, and in California it was 
$13.52. 

So far as the needy blind are concerned, the 
plans of twenty-two states had been approved by 

* I.e., Maine, Vermont, New Hampshire, New Jersey, Delaware, Maryland, 
Alabama, Arkansas, Louisiana, Oklahoma, Indiana, Michigan, Wisconsin, 
Nebraska, New Mexico, Arizona, Utah, Colorado, Wyoming, Idaho, Wash- 
ington and California. 

*I.e., Massachusetts, Rhode Island, Connecticut, Pennsylvania, West 
Virginia, Virginia, Ohio and Minnesota. 

» I.e., New York, North Carolina, Florida, Tennessee, Kentucky, Missis- 
sippi, Texas, Kansas, Missouri, Illinois, Iowa, South Dakota, North Dakota, 
Montana, Nevada and Oregon. 
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September 15, and five plans were before the board 
for action, while there were thirteen more states 
with laws which had not yet submitted their pro- 
grams. In July, a2,ooo individuals were receiving 
such pensions in the twenty states for which the 
board had then approved plans and the total 
amounts thus paid out in that month were $586,000 
or an average of $26.'24,^ 

Real progress was also being made with the 
grants for maternity and child health and public 
health. 


3. Unemployment Insurance 

By November of 1936, there were seventeen 
states that had passed unemployment insurance 
laws. In addition to the ten states mentioned in 
Chapter XII, namely, Alabama, California, Dis- 
trict of Columbia, Massachusetts, New Hamp- 
shire, New York, Oregon, Utah, Washington and 
Wisconsin, seven more states passed such laws 
prior to the 1936 elections. These were Idaho, 
Indiana, Louisiana, Mississippi, South Carolina, 
Rhode Island and Texas. On the basis of the 1930 
Census of Occupations, it would appear that, had 
there been no unemployment, these laws would 
have covered approximately 9.0 millions of workers, 
or 40 per cent of the 22.3 millions in the country 
who would have been included under the revenue 
section (Title IX) of the act. While the number who 

‘“Monthly Statistics for the United States,” Public Assistance^ Vol. I, 
No. 7. 
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would have actually fallen under these acts at their 
time of passage was considerably less than this, 
owing to the large percentage of unemployment, 
it is probable that the ratio of the included workers 
within these states to those who are eligible in the 
country as a whole was not greatly different. 

After the presidential election of 1936, a large 
number of states hurried to pass unemployment 
insurance laws during special sessions of their 
legislatures. The general popular approval of the 
Social Security Act as a whole was a partial stimu- 
lant to this action. It was accelerated, however, by 
the statement of the Social Security Board that 
unless the states passed acts of their own before the 
end of the year, it would not recommend that taxes 
collected in 1936 under Title IX be credited to 
these states but that these sums would instead 
revert to the federal government. While this 
penalty was later lifted by Congress, the possibility 
of losing this money stirred many states to action; 
and in the closing six weeks of the year, no less than 
twenty states fell into line and passed such laws. 
These were Arizona, Connecticut, Colorado, Ken- 
tucky, Iowa, Maine, Maryland, Michigan, Minne- 
sota, New Jersey, New Mexico, North Carolina, 
Ohio, Oklahoma, Pennsylvania, South Dakota, 
Tennessee, Vermont, Virginia and West Virginia. 
These laws were passed somewhat hastily, and in 
some cases only a day or two intervened between 
the time when the bill was introduced and, after 
having been passed by both houses of the legis- 
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lature, signed by the governor. In order to avoid 
the charge of retroactive taxation, the payrolls in 
the last quarter or month of the year were fre- 
quently used as the basis for taxation in 1936. The 
Social Security Board cooperated in the drafting 
of most of these measures, and a change which it 
made in December in computing benefits and 
determining benefits and eligibility distinguished 
the later acts from those which had gone before. 

Thus far the tide of legislation had turned 
strongly in favor of the pooled fund and away from 
that of the plant reserve. Since Utah repealed its 
former plant reserve system and replaced it with 
a pooled fund, Wisconsin was left as the only 
purely employer reserve state. By November 1, 
1936, fourteen of the states had outright pooled 
funds, while Indiana had a hybrid system in which 
five-sixths of the contributions were kept in com- 
pany reserves, and the remaining one-sixth was 
pooled. This latter compromise system was copied 
in December by Kentucky and South Dakota; 
while Vermont passed an optional act permitting 
employers to set up a separate reserve or to insure 
in the state fund. Aside from these states, the 
others all adopted pooled funds. 

But the issue was not yet fully settled. Most of 
the organized employing interests of the country 
apparently preferred the Wisconsin system and by 
now had become its most forceful advocates. 
There were three reasons for this, (i) In the so- 
called “light” industries and in retailing, utilities, 
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etc., the relative unemployment is less than for 
industry as a whole. These industries in many 
cases therefore would not have to pay out so much 
under a system of plant reserves as under a state- 
pooled tund. (2) Employers tend to believe that 
separate plant reserves would bind the workers 
more closely to them and lead them to think of 
themselves more in their relationship to their plant 
or company than as members of the general working 
class. In this way many employers believe that the 
plant reserve system could be used to reinforce the 
company union. (3) This last tendency would be 
strengthened if the employers were to secure from 
the Security Board permission to pay out unem- 
ployment benefits from their own offices rather 
than from the public employment bureaus. It will 
be remembered that the act specifies that benefits 
are to be paid “through public employment offices 
. . . or such other agencies as the Board may 
approve.” Many employers are hoping that the 
board will approve their paying out benefits 
directly to their workers. This would of course 
strengthen their position since many workers would 
feel that the benefits were in part gratuities and 
would also fear that the employers might discrimi- 
nate against them should they be active in organi- 
zational activities. 

Severe struggles on this point have already oc- 
curred in the legislatures of Illinois and Ohio, and 
it is probable that they will recur in these and 
other states during the forth-coming legislative 
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sessions. It is not unfair to state that the tactics of 
many employers’ associations seem to be to delay 
action as long as possible, and then, if it is found 
that public sentiment demands the passage of some 
legislation, to try to substitute the plant reserve 
system for the state-pooled fund. The Social Secur- 
ity Board is itself preserving a strict neutrality on 
this issue. 

Most of the states with pooled funds provide 
that a separate account shall be kept of the receipts 
from each employer and the disbursements to his 
unemployed workers. In eight states this is to be 
done for future merit rating. These are Alabama, 
California, the District of Columbia, Louisiana, 
New Hampshire, Oregon, South Carolina and 
Washington. In Massachusetts, Mississippi and 
Rhode Island, these are to be kept for bookkeeping 
purposes only and no explicit promise is made 
about future merit rating. In New York no separate 
accounts are to be kept. 

Virtually all the state acts provide that they shall 
cease to be effective should the federal act be de- 
clared unconstitutional or inoperative. This is what 
many students of the question foresaw when the 
federal act was under consideration. It will be 
remembered that tlie framers of that act believed 
that, even if the tax-offset feature were ultimately 
declared unconstitutional, it would have served its 
purpose in getting the states to pass laws which, 
they thought, would continue even though the 
federal act were to disappear. The scaffold, they 

[338] 



DEVELOPMENTS IN 1 936 

reasoned, could be torn down, but the house would 
remain. In practice, however, the tearing down of 
the federal scaffold would sweep away most of the 
state laws as well. The New York and Wisconsin 
laws would not, however, automatically disappear, 
and would continue unless specifically repealed by 
the state legislatures. 

While the coverage of most of the state acts is 
virtually identical with the federal act, this is not 
invariably true. The New York, New Hampshire, 
Oregon, Rhode Island, Utah and Washington laws 
include firms employing four or more workers, 
while that for the District of Columbia includes all 
establishments with one or more workers. Ten 
states require contributions from the vvorkers. 
These are Alabama, California, Idaho, Indiana, 
Louisiana, Massachusetts, New Hampshire, Rhode 
Island, Utah and Washington. These contributions 
generally have i per cent as their maximum but in 
Massachusetts and Rhode Island this will be 
per cent. 

The length of the waiting period varies between 
the states. In Indiana, Mississippi and South Caro- 
lina, it is but two weeks. In most other states it is 
three, but in Massachusetts it is four and in Wash- 
ington six weeks. The scale of benefits is almost 
uniformly 50 per cent of normal earnings subject to 
a maximum benefit of ^15 a week, and with mini- 
mum benefits, where stated, ranging between $5 
and a week. Qualifying periods of prior employ- 
ment are required in all states, varying from thir- 
teen to twenty-six weeks during the preceding year. 
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The duration of ordinary benefits has cus- 
tomarily a double limitation, (i) The weeks of 
benefit must not exceed a given ratio to the pre- 
vious weeks of employment within the two pre- 
ceding years in insured occupations. This is i to 3 
in the District of Columbia and New York, and i 
to 4 in Alabama, California, Indiana, Louisiana, 
Massachusetts, Mississippi, New Hampshire, Ore- 
gon, Rhode Island and South Carolina. Wisconsin 
has a curious system of requiring a i to 4 ratio when 
the benefit is less than ^10 a week, and 1 to 5 s^rid i 
to 6 ratios when the benefits range between $10 and 
lia.50 and 112.50 and ^15, respectively. (2) There 
is also a maximum number of weeks of ordinary 
benefits which can be paid in any one year. This 
ranges from twelve weeks as in Mississippi and 
South Carolina to thirteen weeks in California, 
fifteen weeks in Indiana, Louisiana, Oregon and 
Washington, sixteen weeks in Alabama, the Dis- 
trict of Columbia, Massachusetts, New Hamp- 
shire and New York. Rhode Island has the most 
liberal provision, with a twenty weeks’ period. 

In addition to the ordinary benefits, however, a 
certain number of added weeks of benefit will be 
granted in most states to those workers who have 
had a high previous record of employment during 
the preceding two years. In other words, the benefit 
period is to be decreased for those who have not 
been employed steadily during the preceding period 
and is to be increased for those who have. This will 
reduce the costs of maintaining some of the less 
efficient workers and will give corresponding added 
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protection to some of the more efficient. To the 
degree, however, that the preceding lack of em- 
ployment was due to industrial rather than to per- 
sonal causes, it will work injustice. 

A study of the probable cost of the various state 
systems indicates that, where the funds are exclu- 
sively derived from the contributions of the em- 
ployers and hence do not exceed 2.7 or 3.0 per cent, 
it will be very doubtful whether the scale and 
duration of benefits promised can be furnished in 
most of these states from the funds available, if 
unemployment in the future comes up to the aver- 
age for the twelve years from 1922 to 1933 inclusive. 
If the benefits are to be maintained, and most 
certainly if they are to be increased in these states, 
additional funds will have to be obtained. 

Most states do not completely disqualify an un- 
employed worker from benefit if he is discharged for 
cause or if he refuses to accept suitable employ- 
ment. He is instead customarily disqualified for an 
added period of weeks in addition to the ordinary 
waiting period. 

Wisconsin is the only state where the payment of 
benefits has actually begun. In the other states, 
owing to the requirement that contributions must 
continue for two years before payments are made, 
the benefits could not commence until 1938 and 
even in some cases until 1939. Since over two- thirds 
of the jurisdictions still lack such legislation, 
then, even if they had passed laws at the 1937 
sessions of their legislatures, benefits could not 
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commence until well into 1938 and in some cases 
1939. It will, therefore, have taken at least ten 
years from the outbreak of the great depression in 
1929 to make any effective provision for the unem- 
ployed through insurance. This means that those 
who are unemployed in the meantime will have to 
be protected by other methods and that, if they are 
not able to obtain sufficient employment to qualify 
for benefit under the insurance acts, that these 
other methods will have to be continued. 

Various administrative problems are developing 
which need to be carefully worked out. 

I. One question is as to the proper procedure in 
investigating the earnings and past employment 
of a claimant for benefits. In Wisconsin, following 
the precedent of workmen’s compensation, these 
past earnings and the employment record are in- 
vestigated only after the workman has been 
dropped from his job and claims benefit. This is 
called the separation or severance method. In New 
Hampshire and New York, on the other hand, the 
current employment and earnings records are fur- 
nished by employers from their payrolls, and indi- 
vidual cards are made out for the workers under 
the system and will be ready in advance of the 
actual application for benefit. This is called the 
payroll method. 

On the whole, it would seem that the Wisconsin 
group has miscalculated the relative volume of 
cases under workmen’s compensation and unem- 
ployment insurance. The proportion of workers who 
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are injured is very much less than those thrown 
out of work. Consequently, while the separations 
method is adequate in cases of workmen’s compen- 
sation, it promises to break down when it is faced 
with a volume of unemployment of lo per cent or 
more. 

The payroll method would seem to be better, 
since it will assemble information by which a 
speedy payment of claims can be made. But this, 
in turn, could probably be simplified if the em- 
ployers would submit one payroll a year or one each 
half year and then file only changes in the payroll. 

1 . The question of partial unemployment is 
causing a great deal of trouble, as the author ex- 
pected that it would. It would seem better to 
include only half-days or full days lost and to 
obtain the record for this by having the partially 
employed worker sign the roll at the public em- 
ployment office instead of throwing the burden of 
reporting upon the employers. 

3. If benefits are continued at approximately 
onehalf the normal wages, great administrative 
difficulties will be created by making out weekly 
benefits payments of so many different amounts. 
Thus, with a minimum weekly benefit of and 
a maximum of $15, there would be no less than 
1,000 different amounts of benefits, and in a large 
state most, if not all, of these would have to be 
paid. Even with modern check-writing machines, 
this would be difficult to do weekly. It would 
seem, therefore, wise to reduce the benefits to not 
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more than ten and preferably seven or eight 
different denominations. This could be done (a) 
by paying the percentage of benefits to the nearest 
dollar, (^) by grouping the workers into the given 
number of wage categories and fixing a benefit 
rate for each. 

4. In computing normal earnings it will be wise 
to use full-time weekly wages instead of actual 
weekly earnings^ since the latter will very fre- 
quently include undertime and overtime in its 
total. 

The most important developments as regards the 
constitutionality of the state unemployment laws 
is the New York case. The New York Court of 
Appeals in April held the law of that state to be 
constitutional by a 5 to 2 decision. This decision 
was appealed and the case is now before the U. S. 
Supreme Court. The unemployment insurance 
provisions of the federal act are being challenged 
by the Newark (N. J.) Milk Co. before Federal 
Judge Fake and the New Jersey Social Security 
Commission has recommended to the state govern- 
ment that it fight in the courts the collection of 
federal taxes for this purpose. 

The Republican candidate for the Presidency, 
Governor Alfred M. Landon of Kansas, in his 

1 For an explanation of these terms, see the first chapter of my Real Wages 
in the United States 1890-1926. 

* The Washington act has been declared unconstitutional on a technicality 
by a 5 to 4 opinion of the Supreme Court of that state. The Court held that 
the act, which was passed before the Wagner-Doughton bill was finally ap- 
proved, had never become effective because of subsequent changes in the 
federal act. 
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Milwaukee speech urged the scrapping of the tax- 
offset features of the federal act and the returning 
of the problem of legislation to the states. It was 
pointed out by many students of the question, 
including ex-Governor Winant, that this would 
make state legislation largely impossible because 
of the fear of interstate competition. 

4. Old Age Insurance 

The Social Security Board has been somewhat 
slow in registering the workers who will come 
under the old age insurance features of the act 
and in developing plans for recording information 
about their earnings, etc. It is now understood, 
however, that registration will start in early 
November and that the workers will receive num- 
bers through the post offices.* In order to prevent 
the possibility that employers may use these 
numbers to identify workers for black-listing pur- 
poses on future jobs, the board will permit workers 
to change their numbers upon request when the 
latter suspect that they may be black-listed. 

In the last weeks of the Presidential campaign 
a violent campaign was launched by opponents of 
President Roosevelt against the act in an effort 
to detach the wage-earners from his support. 
Slips were placed in the pay envelopes of workers 
and articles appeared in the more violent of the 


' It is also understood that these identical numbers will be used in most of 
the state unemployment insurance systems. 
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anti-administration newspapers, which in many 
cases indulged in half-truths and in some cases 
downright misrepresentations about the contribu- 
tions the workers were to make, (i) The fact that 
the employers were to make equal contributions 
was frequently not mentioned and the impression 
conveyed in these cases was that the workers 
were to pay the whole bill. (2) In many cases the 
impression was also conveyed that the workers 
either were not to receive anything in return for 
their contributions or that, if they did, this would 
be much less than it should be. No mention was 
made by these opponents of the fact that the 
average monthly annuities to be received by the 
workmen would be much greater than they could 
obtain with similar payments from any private 
insurance company. (3) The charge was frequently 
made that the funds would be dissipated by Con- 
gress and that, if this were done, the insured persons 
would receive little or nothing in return. The fact 
that the monies must be invested in government 
securities, and hence would presumably be the 
safest of all investments, was not mentioned. 

While these implications were resented by in- 
formed friends of social security, there was a 
growing agreement that the reserves to be ac- 
cumulated under the act were excessive and that 
the rate of contributions might be decreased. 
Governor Landon, in his Milwaukee speech, how- 
ever, did not content himself with proposing 
amendments, but instead declared himself in favor 
of repealing this section of the act. 
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During the closing days of the campaign, certain 
new papers which were opposing the Roosevelt 
administration also sponsored the “dog-tag” scare 
in which they photographed workers with metal 
disks about their necks which they said the Social 
Security Board planned to put there as a means of 
identification. This was completely false. 

One effect of the attempt by employers and the 
Republican Party to turn the workers against the 
Roosevelt administration by stressing the amount 
of taxes or contributions which they would have 
to pay has been to lessen the possibility of having 
the workers assume as much of this burden in the 
future. After the employers’ campaign, it will be 
difficult for them to convince the workers or the 
state legislatures that the employees should also 
contribute to the unemployment insurance funds. 
Moreover, if the total amount of the old age 
insurance tax is reduced, as now seems probable, 
it will tend to be lowered more for the workers’ 
share than for the employers’. While the employers 
will undoubtedly object to this, they will have to 
blame the action of a large part of their own 
number for it. 
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DEVELOPMENTS IN 1937 AND 
EARLY 1938 

D uring the last year and a half, six sets 
of developments have occurred in the field 
of social security. (1) The Supreme Court 
upheld the constitutionality of the Social Security 
Act as regards both old age insurance and unem- 
ployment compensation and approved the con- 
stitutionality of the various state unemployment 
insurance laws. (2) Old age pension or assistance 
laws had been enacted by all of the states, and such 
pensions were being paid to over a million and a 
half aged persons. Weaknesses in the system and, 
in some states, abuses of administration were, 
however, developing. (3) The collection of contri- 
butions under the compulsory old age insurance 
system was begun, and widespread discussion 
developed over the proper financing of such a 
system. (4) Unemployment insurance or compensa- 
tion laws had been passed in every state; and on 
January i, 1938, twenty-two states moved into 
the period when they began to pay out benefits 
to the qualified unemployed. (5) Distinct progress 
was made in the welfare features of the act in so 
far as children, the blind, and public health were 
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concerned. (6) Various administrative problems 
were developing. Each of these developments will 
be discussed in turn. 

I. The Decisions of the Supreme Court 

All of the features of the Social Security Act 
whose constitutionality was questioned were up- 
held by the United States Supreme Court in a 
series of decisions which were handed down on 
May 24, 1937. The unemployment compensation 
sections were affirmed in the case of the Steward 
Machine Co. v. Davis by a five to four decision.^ 
The chief points at issue were: (i) Whether federal 
taxes could be levied on employment and wages 
and whether the exemptions granted did not make 
the law class legislation in that it applied to some 
groups but not to others. (2) Whether the federal 
government, by the use of its taxing powers, had 
coerced the states into dealing with unemployment 
compensation which, it was argued by the oppo- 
nents, should be the exclusive concern of the states. 
(3) Whether the federal government was seeking 
revenue for the treasury or providing a program 
for dealing with unemployment. (4) Whether the 
standards to which the state laws were required 
to conform in order that the 90 per cent offset 
be granted constituted an invasion of the rights 
of the states. 

Justice Cardozo wrote the majority opinion, 
in which he was joined by Justices Brandeis, Stone 

1 Steward Machine Co. v. Davis, 301 U.S. 548. 
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and Roberts and by Chief Justice Hughes. The 
opinion ruled that it was as proper for the federal 
government to tax employment as it was for it to 
tax property and incomes and cited historical 
precedents to justify this ruling. The uniformity 
of the tax, it was stated, need be only geographical, 
not occupational. The exemptions granted had 
practical and theoretical justification and hence 
could not be condemned as arbitrary. Justice 
Cardozo then went on to say that the depression 
had shown that relief to the unemployed was a 
legitimate national function. “ . . . the states,” 
he declared, “were unable to give the requisite 
relief. The problem had become national in area 
and dimensions. There was need of help from 
the nation if the people were not to starve. It is 
too late today for the argument to be heard with 
tolerance that in a crisis so extreme the use of the 
moneys of the nation to relieve the unemployed 
and their dependents is a use for any purpose 
narrower than the promotion of the general 
welfare.” 

The court pointed out that the institution of 
unemployment insurance would care for a large 
fraction of those who would otherwise have to be 
granted relief and hence would diminish the relief 
load upon both the nation and the individual states. 
It was difficult for the states individually to pass 
such laws because of their fear of interstate com- 
petition, and this failure to act caused “a dis- 
proportionate burden, and a mountainous one” 
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to be “laid upon the resources of the Government 
of the nation.” It was, therefore, legitimate for 
Congress to “attempt to find a method by which 
all these public agencies may work together to a 
common end.” 

The principle of the offset was justified by the 
court on the ground that if “the general welfare 
would better be promoted by relief through local 
units than by the system then in vogue, the 
cooperating localities ought not in all fairness 
to pay a second time.” While the use of the offset 
was admittedly an “inducement” to the states 
to pass such legislation, it was not, in the opinion 
of the court, “coercion.” “Till now,” stated the 
court, “the law has been guided by a robust com- 
mon sense which assumes the freedom of the will 
as a working hypothesis in the solution of its 
problems. . . . We cannot say that she [Alabama] 
was acting, not of her unfettered will, but under 
the strain of a persuasion equivalent to undue 
influence, when she chose to have relief adminis- 
tered under laws of her own making, by agents of 
her own selection, instead of under federal laws, 
administered by federal officers, with all the ensuing 
evils, at least to many minds, of federal patronage 
and power.” Justice Cardozo went on to say that 
this did not mean that such tax devices were con- 
stitutional if levied for purposes which were not 
distinctly national, but that wherever the outer- 
most line might be drawn, the security act was 
within it. 
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The standards to which the state laws must 
conform did not call for the surrender by the states 
of their quasi-sovereign powers. The states were 
instead given a wide range of choice as to the type 
of laws that they might pass. And the standards 
required were designed to make the laws effective 
in serving their basic assigned purpose, namely, 
to help the unemployed. Even the requirement that 
the state moneys must be deposited in the federal 
treasury is justifiable, since it is designed both to 
assure the safety of the funds and to promote the 
stability of business. 

The four so-called “conservative” justices dis- 
sented. Justices McReynolds and Butler did so 
because they believed the offset features of the law 
coerced the states into giving up their sovereign 
powers. While Justices Sutherland and Van De- 
vanter did not primarily object on this score, they 
declared that requiring the states to deposit 
their receipts with the federal treasury v/as an 
unconstitutional invasion of the rights of the states. 

On the same day the court, by another five to 
four decision, upheld the constitutionality of state 
unemployment insurance laws of the pooled type 
in the case of Carmichael v. Southern Coal Co.^ 
which involved the Alabama law. Justice Stone, 
in handing down the majority opinion, stated that: 
“ . . . expenditures for the relief of the unem- 
ployed, conditioned on unemployment alone, with- 
out proof of indigence of recipients of the benefits, 
> 301 u.s. 495. 
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is a permissible use of state funds.” Unemploy- 
ment insurance would reduce the need for relief 
being given on the basis of indigence by helping 
to protect the income of workers who had lost their 
jobs. The fact that the contributions or taxes were 
pooled, and that hence some employers were 
assessed to pay benefits to workers who had been 
employed by others, did not invalidate the law. 
For, as the court observed, “A tax is not an assess- 
ment of benefits. It is, as we have said, a means of 
distributing the burden of the cost of government. 
The only benefit to which the taxpayer is con- 
stitutionally entitled is that derived from his 
enjoyment of the privileges of living in an organized 
society, established and safeguarded by the devo- 
tion of taxes to public purposes. ... A corpora- 
tion cannot object to the use of the taxes which 
it pays for the maintenance of schools because it 
has no children. . . . 

“Many believe that the responsibility for the 
business cycle, the chief cause of unemployment, 
cannot be apportioned to individual employers 
in accordance with their employment experience; 
that a business may be least responsible for the 
depression from which it suffers the most. 

“The Alabama legislature may have proceeded 
upon the view, for which there is abundant author- 
ity, that the causes of unemployment are too com- 
plex to admit of a meticulous appraisal of employer 
responsibility. It may have concluded that unem- 
ployment is an inseparable incident of modern 
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industry, with its most serious manifestations in 
industrial production, that employees will be best 
protected, and that the cost of the remedy, at 
least until more accurate and complete data are 
available, may best be distributed by imposing the 
tax evenly upon all industrial production, and in 
such form that it will be added to labor costs which 
are ultimately absorbed by the public in the prices 
which it pays for consumers goods. 

“If the question were ours to decide, we could 
not say that the legislature, in accepting the present 
scheme rather than another, had no basis for its 
choice, or was arbitrary or unreasonable in its 
action. But, as the state is free to distribute the 
burden of a tax without regard to the particular 
purpose for which it is to be used, there is no war- 
rant in the constitution for setting the tax aside 
because a court thinks that it could have drawn a 
better statute or could have distributed the burden 
more wisely. Those are functions reserved for the 
legislature. 

The exemptions granted in the Alabama law, 
which approximately conformed to those embodied 
in the federal act, were also declared not to be 
unreasonable or arbitrary. The relatively high 
administrative costs of collecting taxes from small 
employers was held to justify the exemptions 
granted on the basis of numbers employed. The 
exemptions for particular classes of employment 
were upheld on the grounds that “the state 
is free to select a particular class as a subject 
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for taxation" and that for administrative or other 
valid reasons it may exclude certain groups. “A 
legislature," the court declared, "is not bound to 
tax every member of a class or none. It may make 
distinctions of degree having a rational basis, 
and when subjected to judicial scrutiny they must 
be presumed to rest on that basis if there is any 
conceivable state of facts which would support it." 

The same four justices dissented in this case as 
in the Steward Machine Co. case. Justices Suther- 
land, Van Devan ter and Butler joined in a minority 
opinion which declared that while the Wisconsin 
system of separate employer reserves was “fair, 
reasonable, and just,” the pooled fund plan of 
Alabama was "so arbitrary as to result in a denial 
both of due process and equal protection of the 
laws.” 

In a final opinion, the court upheld the federal 
old age insurance system in the case of Helvering v. 
Davis. ^ Justice Cardozo, again speaking for the 
majority, stated that it was now settled that 
Congress could spend money for the general wel- 
fare.® The benefits provided in Title II were 
intended to serve the general welfare, for "the 
hope behind this statute is to save men and women 
from the rigors of the poor house as well as from 
the haunting fear that such a lot awaits them 
when journey’s end is near." After summarizing 

^ 301 U.S. 619. 

* The precedents cited for this were not only the Steward Machine Co. v. 
Bams case but also United States v. Butler ^ 297 U.S. i, 
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the economic difficulties which aged persons found 
in modern society, and which indicated that 
approximately three out of four persons of sixty- 
five years or over were probably dependent in 
whole or part on others for support, the court 
went on to say: 

“The problem is plainly national in area and 
dimensions. Moreover, laws of the separate states 
cannot deal with it effectively. Congress, at least, 
had a basis for that belief. States and local govern- 
ments are often lacking in the resources that are 
necessary to finance an adequate program of 
security for the aged. . . . Apart from the failure 
of resources, states and local governments are at 
times reluctant to increase so heavily the burden 
of taxation to be borne by their residents for fear 
of placing themselves in a position of economic 
disadvantage as compared with neighbors or 
competitors. ... A system of old age pensions 
has special dangers of its own, if put in force in 
one state and rejected in another. The existence 
of such a system is a bait to the needy and de- 
pendent elsewhere, encouraging them to migrate 
and seek a haven of repose. Only a power that is 
national can serve the interests of all. 

“Whether wisdom or unwisdom resides in the 
scheme of benefits set forth in Title II, it is not for 
us to say. The answer to such inquiries must come 
from Congress, not the courts. Our concern, here, 
as often, is with power, not with wisdom. Counsel 
for respondent has recalled to us the virtues of 
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self-reliance and frugality. There is a possibility, 
he says, that aid from a paternal government may 
sap those sturdy virtues and breed a race of weak- 
lings. If Massachusetts so believes and shapes 
her laws in that conviction, must her breed of 
sons be changed, he asks, because some other 
philosophy of government finds favor in the halls 
of Congress? But the answer is not doubtful. 
One might ask with equal reason whether the sys- 
tem of protective tariffs is to be set aside at will 
in one state or another whenever local policy prefers 
the rule of laissez faire. The issue is a closed one. 
It was fought out long ago. When money is spent 
to promote the general welfare, the concept of 
welfare or the opposite is shaped by Congress, not 
the states. So the concept be not arbitrary, the 
locality must yield.” 

Having approved of Title II, the court went on 
to say that the payroll tax under Title VIII was a 
valid exercise of congressional power for the reasons 
assigned in the case of Steward Machine Co. v. 
Davis. Justices McReynolds and Butler filed a 
dissent which stated that the provisions under 
consideration were “repugnant to the Tenth 
Amendment,”^ which declared that powers not 
delegated or assigned to the federal government 
were presumed to reside in the states.^ 

' I.e., “The powers not delegated to the United States by the Constitution 
or prohibited by it to the States, are reserved to the States respectively, or 
to the people.” 

* It is obvious in these decisions that Justice Roberts cast, in reality, the 
deciding vote. In these cases, as in those involving the Wagner Labor Rela- 
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2. Old Age Pensions or Assistance 

Every state and territory now has an old age 
pension or assistance law which has been approved 
by the Social Security Board and by the end of 
May, 1938, there were approximately 1,686,000 
aged persons who were being aided in this manner. 
This was an increase of slightly over half a million 
as compared with the number who had been aided 
under forty- two approved plans in December, 
1936, This meant that in practice 21.6 per cent 
of the persons in the country who were sixty-five 
years of age and over, or slightly over one in five, 
were in receipt of such a pension. This ratio, 
however, varied greatly from state to state, as 
will be seen from the following table, which gives 
the number per thousand of the population sixty- 
five years and over who were in receipt of such 
grants in December, 1937. 


tions Act, 301 U.S. 1-148, and the Washington Minimum Wage Law, 300 
U.S. 379, he voted to uphold the statutes. 

These decisions were consistent with his 1934 decision upholding the 
state fixation of the price of milk (see Nehbia v. New York 291 U.S. 502) 
but seem to be inconsistent with those which he made in 1935 in the Railway 
Pension Act {Railroad Retirement Board v. Alton R, R, 295 U.S. 330), where 
a pooled fund was involved; and in 1936, in the New York Minimum Wage 
case (Tipaldo v. Morehead 298 U.S. 587). 

It is generally both gratuitous and uncharitable to attempt to probe 
into men’s motives, and 1 do not propose to do so in this case. It is at least 
possible, however, that Justice Roberts* shift of ground may have been 
affected by the manifestation of the public will in the fall of 1936 and by the 
President’s subsequent proposal to alter the composition of the Supreme 
Court. 

^ Virginia did not pass such an act until March, 1938. 
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TABLE XV 

Total Number of Those Receiving Old Age Pensions or Assistance, 
AND Relative Number per i,ooo Population Sixty-five Years and 
Over in December, 1937, by States^ 


State 

Total number 
receiving old age 
pensions or as- 
sistance 

Relative number 
per 1,000 persons 
65 years and 
over 

Oklahoma 

69,392 

598 

Utah 

”.589 

489 

Colorado* 

34,150 

449 

Texas 

113,730 

409 

Montana 

00 

387 

Minnesota 

62,778 

319 

Idaho 

8,123 

313 

South Dakota 

13,261 

317 

Arizona 

5 . ”6 

301 

Louisiana 

14,131 

291 

Washington 

3 S. 5‘5 

291 

Wyoming 

2,842 

291 

Nebraska 

45.763 

268 

Missouri* 

76,365 

251 

Florida 

22,893 

250 

Illinois 

121,897 

248 

Nevada 

1,396 

133 

W^est Virginia 

18,659 

230 

New Mexico 

3,714 

229 

Michigan 

63,318 

222 

Ohio 

104,614 

220 

California 

97,943 

218 

North Dakota 

7,147 

107 

Iowa 

44,414 

206 

Massachusetts 

64,893 

j 201 

Kentucky 

35,046 

196 

Mississippi 

•5.576 

191 

South Carolina 

13,460 

189 

Wisconsin 

37,816 

176 

Alaska 

689 

172 

Georgia 

22,287 

164 

Oregon* 

14,963 

160 

Pennsylvania* 

95,504 

1 157 

1 
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TABLE XV. {Continued) 


State 

Total number 
receiving old age 
pensions or as- 
sistance 

Relative number 
per 1 ,000 persons 
65 years and 
over 

Maryland 

16,250 


Indiana’ 

41,887 

148 

North Carolina 

20,976 

146 

Hawaii 

1,412 

142 

Delaware 

2,888 

•38 

Vermont 


137 

New York 

102,926 

133 

Alabama 

13,968 

13^ 

Connecticut 

14,131 

124 

Rhode Island 

5,697 

124 

New Jersey ' 

25.372 

104 

Kansas \ 

• 3,554 

I 93 

Tennessee 

13,393 

90 

District of Columbia . 

2,963 

1 74 

New Hampshire’ • 

3,592 

71 

Country as a whole , . .j 

1,582,441 

205 


Taken fro n Public Assistance Statistics for the United States (published by the Social 
Security Board), December, IQ37, p. 14. The number of those sixty-five years and over are 
estimated for each state for July i, 1937. 

* In Colorado, pensions are paid under certain conditions to those of sixty and over, but the 
ratio is in terms of the total number of pensioners per thousand population of sixty-five years 
and over. 

• In these five states, pensions are paid only to those who arc seventy years and over, but the 
computed relative ratios are based on those who arc sixty-five years and over. The ratios to 
those in the eligible ages would, of course, be appreciably higher in these states. 

It will be noted from the foregoing table that 
virtually 60 per cent of these in the eligible age 
group in Oklahoma were in receipt of pensions, as 
were 49 per cent in Utah, 45 per cent in Colorado, 
and 41 per cent of those in Texas. In Montana, 
the proportion was nearly 40 per cent, and in 
Minnesota about a third. The Missouri situation 
also exhibits the same tendencies. Under the law 
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of that State, only those who are seventy years and 
over are entitled to receive old age pensions or 
assistance. And yet the 76,000 persons who received 
such aid formed 25.1 per cent of all those in the 
state who were sixty-five years and over. From 
computations which have been made, it seems 
probable that approximately 42 per cent of those in 
the eligible age group of seventy years and over 
were in receipt of such a pension.^ 

It will be seen that the states with the highest 
ratio of pensioners are in the southwest and the 
mountain ranges. Thus, Oklahoma, Missouri and 
Texas, which are three out of the five states with 
the highest ratios, are in the near southwest; while 
Colorado, Utah, Idaho and Montana, which are 
in the first nine, are in the mountain range. South 
Dakota and Minnesota are also in the first nine; 
and close behind come Washington, Louisiana 
and Wyoming. 

There are numerous reasons for these high ratios. 
All of these states have a large volume of poverty. 
This is particularly true in the southwest, where 
the percentage of tenant farmers is high and where 
farm incomes are low. Secondly, the poverty- 
stricken tenant farmers have much more political 
influence in these states than they do in the deep 
south, where they are so frequently barred from 
voting by poll tax requirements. These groups, 
therefore, exert a great deal of pressure for relief, 

^ Computations based on Vol. Ill of the Population Census of 1930, p. 
1320, and Vol. II, p. 566. 
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which naturally reflects itself in the ratios. 
Louisiana, which is tied for the tenth highest ratio 
in the country, is an added illustration of this 
tendency. That state is under the political control 
of the machine founded by the late Senator Huey 
Long, and a large part of its strength has always 
rested on the support of the poorer farmers and 
farm tenants. 

The strength of the Townsend movement is a 
third factor in several of these states, and this is 
perhaps particularly the case in Colorado, Okla- 
homa, Montana and Washington. 

A fourth cause in many of the southwestern 
and western states is the open-handed generosity 
of people who live in the open, and who keenly 
appreciate the difficulties which older men and 
women face. The public in these states, therefore, 
does not insist so rigidly on individual and family 
responsibility as do the people of many states in 
the north and east. 

But these are not all the factors. There is a large 
volume of evidence to indicate that in some 
of these states the pension rolls have, in fact, been 
padded to build up the political power and prestige 
of the state administrations. This has been notably 
the case in Missouri* and Oklahoma.* In Missouri, 
the administration of the act has been transferred 

* Sec the article by Geoffrey Parsons, Jr., in The New York Herald Tribune 
for January 2, 1938. 

*Scc the releases of the Social Security Board on this situation, and the 
files of Social Security ^ as well as the article by Abraham Epstein, Killing 
Old Age Security with Kindness," Harpers Magazine y July 1937. 
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from the horse trainer and livestock dealer who 
formerly conducted it, and a resurvey of those on 
the list is being conducted. In certain counties, the 
number of pensioners was found to be greater than 
the total number in the eligible age group. In one 
county for example, 40 per cent of the pension 
beneficiaries were dropped from the rolls on the 
ground that they were not in need. 

In Oklahoma, The Tulsa IVorld has charged that 
39,000 pensioners were put on the state roles during 
Governor Marland’s campaign in 1936 for the 
United States Senate and that more were added 
in anticipation of the November, 1937, elections.* 
The Social Security Board has recently taken 
steps to reduce the abuses in Missouri and Okla- 
homa. In the latter state, a sample investigation 
in three counties indicated that about one- third 
of those receiving pensions were not in fact entitled 
to them. About three-eighths of the ineligibles were 
less than sixty-five years of age, and another 
three-eighths had outside incomes in excess of $30 
a month. The remaining quarter either had excess 
property or had transferred it to relatives for the 
purpose of receiving pensions." The recently ap- 
pointed state director has admitted that there 
had previously been no investigations to determine 
the eligibility of the applicants. As a result of this 
situation, the Security Board in February of 1938 
called a hearing on the question as to whether or 

‘ Social Security y November, 1937, p. 8. 

• Ibid,^ March, 1938. 


[363] 



DEVELOPMENTS UNDER THE ACT 


not the federal grants to Oklahoma should be with- 
drawn ; and as a result of the evidence produced on 
this occasion, the board canceled the federal aid 
until such time as the abuses were corrected. 
In early May, the board refused to restore the 
grants. Later, however, it agreed to pay the federal 
share for those cases which, after being investi- 
gated by the state agencies, were certified as 
being entitled to benefits. Some pruning of the 
list was, however, being affected and by the end 
of May some 3,000 pensioners had been dropped. 
Pressure upon Missouri has also resulted in pruning 
the pension rolls of that state of several thousand 
ineligibles. 

But abuses of administration have been by no 
means confined to the states mentioned above. 
In Ohio, for example. Governor Davey — who was 
a candidate for reelection in 1936 — increased each 
pension in the summer of that year by ^10 a month 
and then wrote each one of the 94,000 pensioners 
that he was doing so. Governor Davey then 
followed this up with another letter requesting 
each pensioner “to ask ten or fifteen of your rela- 
tives and friends to vote for me on November 
3rd.” In a third letter, he assured the pensioners 
that the increase would be maintained. But after 
his reelection, each pension was reduced.* Some- 
what similar letters have recently been sent out in 

* For the details of this affair, see Abraham Epstein, “ Killing Old Age 
Security with Kindness/' Harpers Magazine^ Vol. 175 (July, 1937), pp. 186- 
187. 
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Georgia.^ In the summer of 1937, the Social 
Security Board found it necessary to suspend 
federal aid to the state of Illinois because of defects 
in its administration of old age assistance. Sub- 
stantial improvements were, however, made in 
that state, and federal aid was then resumed. 
As this edition goes to press, the board has taken 
cognizance of the Ohio situation and after pre- 
ferring charges concerning the administration of 
the act in that state has summoned the Ohio 
authorities to a hearing on them.* 

The evils of such abuses are obvious. The moneys 
which are given to those who are not entitled 
to receive pensions reduce the amounts which 
should be given to the genuinely dependent aged 
and also curtail the funds needed to finance other 
welfare activities. Thus, in Missouri, the average 
pension in December, 1937, was only ^12.83; 
in Texas, $13.72; and in Oklahoma, $14.86. The 
legitimate features of the system are therefore 
being discredited by its being treated as a political 
slush fund, and the danger of the old people being 
ultimately thrown back upon the ordinary forms 
of relief is increased. 

The Colorado situation is somewhat different. 
In 1936, the voters of that state passed, by popular 
referendum, a constitutional amendment which 


‘ Social Security y March, 1938, p. 8. 

* Sec a release of the Social Security Board on August 20. By order of 
Governor Davey, the Ohio authorities did not appear at this hearing and 
the governor defied the board to shut off the federal grants. 
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provided minimum monthly pensions of ^45 a 
month to all citizens who were sixty years of age 
or over; and to finance these grants there was 
assigned 85 per cent of all the income derived 
from sales, excise and liquor taxes. It also provided 
that any sums left in the old age pension fund at 
the end of a calendar year should be distributed 
among the eligible claimants.^ 

The legislature attempted to reduce the liability 
of the state by passing an enabling act which made 
I45 the maximum pension and restricted payments 
for those between the ages of sixty and sixty-five 
to persons who had resided in the state for no less 
than thirty-five years, and who had been registered 
voters at the preceding election.* This last provision 
cut down the number under sixty-five years of age 
who were eligible, so that in May, 1938, only 
2,800 of the approximate 36,000 of those who 
were receiving pensions were in this age group. 
While those in receipt of private incomes of over 
^45 a month were declared ineligible, and private 
income which a person possessed was also to be 
deducted from the amount of the pension, there 
was also a clause in both the amendment and the 
enabling act which provided that “no variation in 
the amount paid or other discrimination between 
persons eligible shall be permitted.” 


' See Constitutional Amendment No. 4, published by the Colorado State 
Department of Public Welfare. 

•House Bill No. 1064. >45.00 Old Age Pension Act, published by the 
Colorado State Department of Public Welfare. 
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Since the average pension paid in December, 
1937, amounted to $39.61,^ and since there were 
in the next month 35,800 persons who were in 
receipt of such pensions, this meant that the state 
was spending slightly over $1,400,000 a month, 
or at the rate of between 14.5 and 14.0 millions 
of dollars a year for this purpose. The expenditure 
in a small state of such relatively large sums upon 
the aged compelled the state government to reduce 
its grants for the relief of the needy unemployed by 
about one-half and hence to grant grossly inade- 
quate sums not only to those in the more active 
periods of life but to their children as well. Thus, 
families in Denver with several children, at the 
end of 1937, were receiving only $23 in relief as 
compared with the grant of nearly $40 a month 
paid to individual old people. 

The reduction in relief was so severe that several 
social workers were actually shot and killed by relief 
clients. The funds for educational institutions and 
hospitals also had to be curtailed. In spite of these 
economies, it is estimated that the deficit for the 
current year will amount to nearly four million 
dollars. One extraordinary feature of the amend- 
ment was the so-called “jack-pot” clause, which 
provided for the distribution at the end of the year 
of all sums in the old age pension fund, regardless 
of the financial condition of the state. This provi- 
sion was not contained in the act passed by the 

' Owing to the shortage in funds, however, the average payment in April 
fell to a little less than ^27 and remained on this level during May. 
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legislature, but it was ruled that it should be put 
into effect, and approximately one million dollars 
was distributed in this fashion, in per capita pay- 
ments of approximately $2S. 

A great deal of opposition to the scale of the 
Colorado old age benefits is developing not only 
among the groups on relief but among those inter- 
ested in schools, hospitals, etc., as well as among 
merchants and businessmen, and it is quite possible 
that the amounts may be reduced by another 
amendment to the constitution. 

That the Townsend movement for universal 
old age pensions regardless has not spent its force 
is indicated not only by the Colorado developments 
but also by recent occurrences in Texas and Cali- 
fornia. In the former state, the candidate who won 
the Democratic nomination for governor by an 
overwhelming majority espoused a project for 
monthly pensions of $30 for everyone over sixty. 
In California a movement for a constitutional 
amendment granting weekly pensions of ^30 to 
everyone over fifty and to be financed by a com- 
bination of sales tax and stamped scrip has 
already commanded great popular support 
and hundreds of thousands of voters have signed 
petitions asking that it be put on the ballot to 
be voted upon. In the recent Democratic pri- 
maries, the successful candidates for governor and 
senator were supporters of this proposal. 

Along with the abuses which have unfortunately 
grown up, there is also a legitimate tendency to 
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relax some of the rigorous eligibility requirements 
which were formerly imposed. Thus, the adminis- 
trators of old age pensions tend in practice to 
free wage and salaried workers who have low in- 
comes, and who are themselves hard-pressed, 
from the obligation of contributing heavily to 
the support of their aged parents. This tendency 
is seldom worked out in definite and published 
rules, but it is undoubtedly a growing administra- 
tive practice. There is also a drift in the laws to 
permit the aged to possess a larger amount of 
private property without being disqualified for 
benefits than was at first the case. This is evidenced 
by recent legislation broadening the exemption 
limits in California, Connecticut, Maryland, Mis- 
souri and Texas. The fact that Iowa, Michigan 
and Washington have repealed the sections of 
their acts which formerly confined benefits to 
citizens may indicate a slight movement in this 
direction, although the vast majority of states still 
retain this requirement. 

Turning now to the amounts actually paid in 
the form of “pensions” or assistance, we find that 
they continue to be grossly inadequate in a large 
number of states. Average payments for December, 
1937 are shown in Table XVI. 

It will thus be seen that there are six states 
where the average pension was less than $io a 
month, and ten more where the monthly average 
was between $io and $ 1 $. These sums are, of 
course, grossly inadequate. It is worthy of notice 
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TABLE XVI 

Average Amount of Pensions by States in December, 1937^ 


State 


Colorado 

California 

Alaska 

Massachusetts 

Nevada 

Connecticut 

Utah 

Arizona 

District of Columbia 

New York 

Ohio 

Washington 

New Hampshire 

Pennsylvania 

Idaho 

Oregon 

Wyoming 

Montana 

Wisconsin 

Iowa 

Minnesota 

Michigan 

Kansas 

South Dakota 


Average 
grant per 
month 

State 

Average 
grant per 
month 

>39-61* 

Rhode Island 

>* 8-35 


New Jersey 

17.86 

28.55 

Maryland 

17-45 

27.94 

Illinois 

16.90 

27.70 

North Dakota 

16.79 

26.30 

Nebraska 

16.67 

25.60 

Indiana 

16.00 

25.20 

Florida 

15.92 

25.00 

Oklahoma 

15.02 

23.84 

Vermont 

14.05 

23.10 

West Virginia 

14. 01 

22.95 

Hawaii 

*3 83 

22.44 

Texas 

13.70 

21.79 

Missouri 

13.66 

21 .68 

Tennessee 

13 33 

21.44 

New Mexico 

12.26 

21.18 

Alabama 

II .06 

20.45 

South Carolina 

II .04 

19.94 

Delaware 

10.82 

19-79 

Louisiana 

9.92 

19.67 

Kentucky 

9.81 

18.96 

Georgia 

0 

00 

ON 

18.52 

North Carolina 

9.28 

18.36 

Arkansas 

9-15 


Mississippi 

Average for country as 

4.52 


a whole 

19.46 

December, 1937 (Social Security Board), p. 14. 



•The Q>lorado average had dropped by February, however, to $31.63. 


that all of the states with average monthly pen- 
sions of less than $10 were in the south, namely, 
Mississippi, North Carolina, Arkansas, Louisiana, 
Kentucky and Georgia. Seven of the next ten 
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lowest states were also either in the south or south- 
west, namely, South Carolina, Alabama, New 
Mexico, Missouri, Tennessee, Texas and West 
Virginia. 

There are numerous reasons for the lowness of 
these pensions, (i) Most of these states are com- 
paratively poor and are somewhat lacking in re- 
sources with which to provide adequate pensions 
and at the same time maintain their other services. 

( 2 ) The standard of living in the southern states 
tends to be appreciably lower for both farmers and 
industrial workers than it does for similar groups 
in the north and west, and this naturally leads 
the state authorities to make lower pension grants. 

(3) The presence of a racial minority with lower 
earnings and a lower standard of living than the 
native Anglo-Saxon stock also operates to lower 
the pension level. The whites in the south tend to 
believe that the Negroes can live on rather small 
sums and apply this policy to pensions as well 
as to other matters. In New Mexico, much the 
same policy is followed with respect to the Spanish- 
Mexican group. Similar influences are at work 
in Hawaii in connection with the oriental and na- 
tive Hawaiian stock. (4) Some of these states have 
undoubtedly given pensions to such an excessive 
number of persons that the amount paid to each 
legitimate pensioner has had to be reduced. This 
is certainly a primary cause for the lowness of the 
average pension in Missouri, Texas, Oklahoma and 
Louisiana. (5) It is also probable that in certain 
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cases, the full taxing powers of the states have 
not been levied upon those in the more prosperous 
income groups. This failure to act has necessarily 
curtailed the funds available to pay adequate 
pensions. 

The two states with the most adequate pensions 
are Colorado and California, where minimum 
incomes of $45 and ?35 a month must be guar- 
anteed. In both of these states the Townsend move- 
ment has been strong, and this has undoubtedly 
played a part^ in raising the pensions to their 
respective averages in January of approximately 
$40 and $33. Since then the average Colorado 
grant has declined to I26.75. Massachusetts is 
the state with the fourth highest average,* namely, 
over $2y a month. This is, in turn, largely caused 
by the law guaranteeing a minimum money 
income of $30 to aged pensioners without an eligible 
spouse. In general, the states with the highest 
average pensions tend to be those in the Rocky 
Mountains and the west. The generosity of the 
people and the strength of the Townsend move- 
ment are probably the chief causes. 

On the whole, the case would seem strong for 
added federal aid to those states whose average 
pensions are low because of the poverty of their 
taxable resources. One way of effecting this would 

1 In California, the conservative governor, Merriam, found it desirable 
during the latter phases of his campaign against Upton Sinclair in the 1934 
election, to support the Townsend plan, and consequently he has been more 
or less committed to a program of liberalizing old age pensions. 

* If Alaska is omitted, it is the third. 
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be for the federal government to graduate the 
percentage of the pension which it would provide 
from its funds, according to the relative taxable 
assets per aged person of sixty-five years and over. 
Under such a plan the proportion of the total 
maximum cost which the federal government 
would furnish would not be invariably one-half 
but could vary from a minimum of one-third to a 
maximum of two-thirds. In the state with the high- 
est comparable assessed value of property per 
aged person, the federal government would, for 
example, provide only one-third of the cost. In 
the state with the lowest comparable value, the 
federal government would bear two- thirds of the 
cost. A scale could then be devised for the inter- 
mediate states which would be graduated in such 
a way that the average percentage of cost borne 
by the national government would be approxi- 
mately the same as now, namely, one-half. In 
this way, the most federal aid would be given to 
those states whose own resources were least, and 
the least federal aid would be given to those 
states whose own resources were greatest. 

But while such a formula would be just, it would 
also be complicated. Because of this, and because 
of the inevitable opposition of the relatively richer 
states, it might be difficult to enact such a program. 
The method of making some “block” grants to 
all of the states which would not have to be matched 
might, therefore, have a better chance of enact- 
ment. Under this plan, a flat federal grant of $3 
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to $4 per month per pensioner could be made to 
the states, provided they did not decrease the 
average absolute per capita amounts which they 
were paying out of their own funds for old age 
assistance. In this way, added federal grants of 
from five to six and a half million dollars a month 
would be given to the states by the federal govern- 
ment to build up the sums received by the aged 
group. Any such plan would, however, have to be 
guarded carefully to prevent the states from flood- 
ing the federal government with large numbers of 
additional aged persons to whom the flat federal 
grants would be paid. 

As was stated earlier in this book, it would 
also be desirable for the federal government to 
provide its full half of those individual pensions 
which, because of illness, high living costs in 
cities, etc., should be over I30 a month. Abraham 
Epstein has suggested a simple amendment to 
the Social Security Act which would permit this. 
According to this proposal, the federal government 
would meet half of the total cost for old age pen- 
sions in a state up to an average of ^30 a month. 
Since there would be many who would receive less 
than this average, this would enable the govern- 
ment to share equally the cost of pensions in 
excess of this sum. 

It is vital to an understanding of the American 
system of old age security to realize that the vast 
majority of the state laws have taken a very differ- 
ent form from that which was originally designed 
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by the advocates of old age pensions. The pioneers 
in this movement, such as Rubinow, Epstein and 
Maurer, wanted legislation which would guarantee 
minimum incomes to aged persons, and under 
which public grants would build up private incomes 
to the minimum guaranteed amount. This differed 
in practice from the British system only in that 
it recognized the obligation of close relatives to 
contribute to the support of the aged person and 
hence made family income rather than individual 
income the primary criterion. 

But the state laws, as they have been enacted, 
have, in the main, taken a very different turn. 
Except in three states,^ the laws do not fix any 
minimum guaranteed income but instead gen- 
erally provide that the combined private income 
and public grant shall not exceed a given amount. 
This is commonly, although not invariably, J30 
a month. This permits the combined sums to be 
less than $30 a month at the discretion of the 
officials administering the act. This same opening 
of the way to administrative discretion is also 
permitted by the five laws® which fix neither maxi- 
mum nor minimum limits to the size of the grants. 

This abandonment of the idea of a guaranteed 
minimum income, and the substitution instead 
of the idea that the aged shall receive only what the 
administrative authorities think it best for them 

^ I.e., California, Colorado and Massachusetts. 

* Namely, those in Arkansas, the District of Columbia, Louisiana, Mon- 
tana, and New York. 
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to obtain, quite evidently transforms “pensions” 
into a type of aid which is perilously close to 
“relief.” This shift of emphasis is recognized in the 
Social Security Act by the complete omission of 
the term “old age pensions” and the substitution 
instead of the phrase “old age assistance.” Such 
a change of emphasis obviously creates a very 
different administrative system from that which 
was originally contemplated. Individual case work 
and the services of social workers are used to a far 
greater extent than was at first designed. It is 
said that if discretionary grants are to be made, it 
is highly important that they should be accurately 
apportioned to the specific and varying needs of 
individuals and that the aged person should 
receive the personal services of trained workers 
as well as cash assistance. In the majority of states, 
therefore, case workers are used to determine 
such matters as: (a) the personal income and 
property of the applicants; (^) the ability of rela- 
tives to support the applicant; (c) the general needs 
of the applicant; (d) subject to limitations of 
finance and the supervision of the central adminis- 
tration agencies, etc., the total amount of public 
aid to be given; and, finally, (e) the degree of 
medical aid and of hospitalization which the aged 
person needs, and arrangements for which are 
made by the social worker in charge of the “case.” 

However necessary all this may be, its effect is 
undoubtedly to blur the line between “pensions” 
and “relief” and to make those who thought they 
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were going to receive the former come perilously 
close to receiving the latter. This is intensified by 
two other developments, (i) With the development 
of state and county public welfare departments, 
the administrative force in charge of “general 
relief” is in most cases that which is also in charge 
of “old age assistance.” In a large percentage of the 
cases, including not only smaller cities and towns 
but also such a huge metropolis as New York, 
this means that the same case workers will handle 
both general relief cases and recipients of old age 
assistance, while the applications for both forms 
are often made in the same place or in closely 
adjoining offices. It is small wonder if, under such 
circumstances, it is difficult for recipients or 
administrators to distinguish between the two 
forms of aid. (2) This similarity is increased when 
the social workers begin to offer advice and exercise 
control over the ways in which the aged persons 
spend their grants. This is, of course, a common 
practice in cases handled by private charity, and 
it is also widely carried out in public relief. Despite 
frequent denials there is little doubt that some 
degree of oversight has been exercised by many 
social workers for those in receipt of old age 
assistance. When this happens, about the last 
distinguishing characteristics which might differen- 
tiate the old age grants from ordinary relief have 
disappeared. In fact, virtually the only remaining 
distinction is that since relief for the aged is 
federally aided, it is commonly on a somewhat 
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more generous scale than relief to other “unem- 
ployables” who are not covered by the federal 
Social Security Act. Disappointment with the 
way in which what were expected to be “pensions” 
have become “relief” has in turn been one of the 
forces behind the movement for universal old 
age pensions. 

These tendencies have created two different 
sets of responses. One group, of which Miss Joanna 
Colcord of the Russell Sage Foundation is perhaps 
the leader, and which is largely recruited from the 
private welfare agencies, would frankly abandon 
any attempt to distinguish between the two 
methods and would indeed do away with all 
“categories” of special relieP and, instead, throw 
all cases into a general relief pool. The supporters 
of this point of view believe that the abolition of 
the categories would remove the residual stigma 
which now attaches itself to relief and that if 
adequate funds and trained supervision were 
provided, all groups could be adequately cared 
for in a self-respecting manner. They also stress 
the fact that all groups of the needy would thus 
be given equality of treatment. 

The second group believes that progress in the 
field of social protection has largely been made 
by separating out specific groups from the un- 
differentiated mass of the needy and giving them 

^ Such as old age assistance, assistance to the blind and for dependent 
children. Some of this group even advocate abolishing unemployment 
insurance as such and putting this on a case work and relief basis! 
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Special treatment and an opportunity to preserve 
and build up their self-respect. Thus, the poorhouse 
was an institution which gave congregate treat- 
ment to a wide variety of groups, such as the pov- 
erty-stricken but self-respecting old people, the 
sick, the depraved, the indolent, the feeble- 
minded, and the drunkards. But a worse institution 
than one which mixed such differing classes would 
be difficult to imagine. Similarly, outdoor relief, as 
distributed by local and county authorities, has 
also in the recent past drawn no distinction be- 
tween the various forms of need. 

The use of such a congregate relief pool has 
discouraged the needy aged from applying for 
admission to the poorhouse or for outdoor relief, 
because of the attendant personal humiliation. 
Old age pensions were originally advocated as a 
means of obtaining not only more adequate but 
more self-respecting forms of maintenance for 
the aged, so that they would receive allowances 
as a right and not as a charity. To abandon this 
principle and to return to a general distribution 
of undifferentiated relief seems to this group, 
and to the author himself, to be a return to the 
social dark ages, mitigated only by the fact that 
probably appreciably larger sums would be given 
than in the past. 

If such practices are long-continued, the in- 
evitable result will be to discredit the system in 
the eyes of the aged and lead to a reluctance on 
the part of many to apply for aid. Such prestige 

[379I 



DEVELOPMENTS UNDER THE ACT 


as the system enjoys at present in the minds of 
the aged is due more to the concept of pensions 
as a right than to the realities of the present 
situation. 

This latter group, therefore, desires to give dis- 
tinctly different treatment and status to the needy 
aged than to the general relief group, although 
there are naturally appreciable differences within 
it as to precisely how far we should go in this 
direction, (i) Virtually all of this group agree that 
social workers should not exercise control over the 
ways in which the aged spend these grants but 
that these sums should, on the contrary, be re- 
garded as the property of the aged to do with as 
they wish. It is reassuring to note there is a growing 
tendency on the part of the leading officials ad- 
ministering old age assistance to recognize the 
desirability of this attitude and to restrict the 
activities of the social workers. But there is need 
for a still greater change. ( 2 ) There is also a grow- 
ing desire to return to the original concept that 
the role of the state should be to supplement 
individual, and to some extent family, income in 
order to bring up the income of the aged person to a 
fixed amount. This would in itself do away with a 
great deal of the present investigating and case 
work. It would obviate the necessity of a case work- 
er’s deciding whether the maximum which an old 
person should receive should be ^30, $ 2 $ or $15 a 
month. It would at once put the payments as 
between individuals on a more uniform basis, 
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would decrease administrative costs, and would 
make the grants a legal right rather than an ad- 
ministrative gratuity. It would, in a sense, insure 
the old people against a grossly inadequate income 
and would constitute a real old age pension. 

Evidences of this growing tendency can be seen 
in legislation recently passed in California, Colorado 
and Massachusetts. In California, the state grants 
are to build up the aged person’s income to a total 
figure of $ 2 S a month. In Colorado, as we have 
seen, the grants are to insure a total income of 
^45 a month. In Massachusetts, the state pen- 
sions are to be such that a single person will 
have an income of ^30 a month, and an aged 
married couple a monthly income of ^50. Suits 
have also been started in several states in behalf 
of aged persons to recover the difference between 
the amounts actually granted and the maximum 
sums stated in the legislation. 

Another interesting development in this general 
direction is the central rating system adopted in 
Iowa by Byron J. Allen and Mrs. E. R. Meredith 
of the Old Age Assistance Commission. This deals 
objectively with four sets of factors in determining 
the total monthly grant to an aged person: (i) 
The income of the person in question. This is given 
a total importance of 77. (2) The condition of the 
individual, based on age and the degree of his 
ability. This is given a total importance of 15. (3) 
The condition of the community. This has a maxi- 
mum total of 8 points. Then (4) the comparative 
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ability of relatives to support the aged person, 
which is framed in terms of the income and 
dependents of these persons, is rated in terms of a 
maximum of minus loo. 

Detailed information is gathered on each of these 
points by local investigators, who are under state 
control; and this is sent on prepared forms to the 
central office in Des Moines. Here the data for 
each person are gone over by a staff of specialists, 
each of whom gives a quantitative rating for the 
subject with which he deals, and these ratings are 
then combined into a final figure. The comparative 
ability of relatives to support, in terms of points, 
is subtracted from the sum of the other three 
criteria. If a person is given the maximum rating 
for need, he has a rating of too positive points, each 
of which entitles him to receive a monthly pension 
of twenty-five cents. ‘ This gives him the maximum 
pension permissible under the state law of I25 per 
month. If his rating is less than this, his pension 
is proportionately scaled down. In this fashion, 
Iowa has been able to obviate discrepancies in 
grants due to differences in the judgments of case 
workers and to lessen the pressure upon a worker 
to discriminate between recipients. It has been 
able to obtain greater uniformity and to reduce 
the intrusions into the privacy of the recipients by 
case workers and has kept administrative costs to 

^ For a description of this method, see Knowles and Traugh, Revision of 
Rating Scale in Use by the Old Age Assistance Commission (1937), Iowa 
Old Age Assistance Commission, Des Moines, Iowa. 
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the very low ratio of about 5 per cent.^ This gives 
every evidence of being a truly remarkable record 
and of deserving praise instead of the opposition 
which, unfortunately, it has aroused in certain 
quarters. 

(3) A further way in which an effort is being 
made to differentiate “pensions” from “relief” 
is by separating the staffs which administer each. 
This calls, wherever possible, for separate offices at 
which applications are made and for a separate 
staff of investigators. Such a separation might 
be carried out within the framework of a state 
department of public welfare which would have 
jurisdiction over both relief and pensions, and 
this might also be done in most cities or counties of 
100,000 population and over. In the smaller towns 
and counties, administrative economies would, 
however, probably be realized by having one staff 
handle the different types of cases. Unfortunately 
it is in these very regions where the psychological 
difference between “pensions” and “relief’ is 
felt most keenly. But there are many who feel 
that if a state or local department of welfare 
is given general supervision over old age pen- 
sions, the predominance of “relief work” and 
of the case work concept will inevitably result 
in dragging down the old age pensions to the 
status of relief. This group, therefore, feels that in 

‘For the year 1934--1935, administrative costs were 6.7 per cent {First 
Annual Report^ Old Age Assistance Commission, p. 29). For 1935-1936, the 
state and local administrative costs were only 4.03 per cent {Second Annual 
Report, p. 30). 
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order to protect the integrity of the pension ideal, 
it is necessary to have administrative autonomy 
all the way up the scale. 

(4) Finally, as has been implicit in all of the pre- 
ceding discussion, the advocates of a return to the 
“pension” idea would confine the amount of “social 
work” to be administered to the aged pensioners 
within somewhat restricted limits. The size of the 
grant and control over how it is to be spent would 
be taken from the social workers, and there would 
be left merely the investigation of the facts, to- 
gether with such advice and aid concerning medical 
and hospital care as would either be solicited or 
could be offered incidentally. As long as the require- 
ment that near relatives should contribute accord- 
ing to their ability is, however, retained, local 
investigations on this point will be necessary. 

3. Old Age Insurance 

The controversy over whether or not the reserve 
contemplated by the act will be excessive has, 
unfortunately, obscured the remarkable adminis- 
trative achievements of the past year. Virtually 
everyone feared that the task of keeping central 
records for the millions of registrants would 
inevitably result in almost hopeless confusion and 
delay. It is a pleasure to record that this gigantic 
task has been handled with striking efficiency. The 
names of every one of the some 40,000,000 regis- 
trants have been indexed in such a fashion that 
they may be found in approximately three minutes, 
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and individual earnings sheets have been prepared 
for each to which the earnings of the preceding 
quarter are being punctually posted. The work 
has been routinized with such skill that it is 
probably safe to say the expected difficulties have 
now been conquered. Too much credit cannot be 
given to the very efficient civil servants who have 
directed the work and to the International Busi- 
ness Machines Company, which has furnished and 
in some cases designed the amazingly efficient and 
automatic machines which are being used.^ 

With the administrative difficulties so efficiently 
handled and with the Clark amendment no longer 
being pushed, the most important ultimate issues 
are then, (a) the proper size and management of the 
reserve, (^) the coordination of the old age insur- 
ance and the old age assistance sections of the act. 
A less important but perhaps more immediately 
pressing question is (c) to what degree the coverage 
of the act should be extended and whether or not 
payments of annuities should be begun prior to the 
stipulated date of 1942. 

Whether or not the reserve which will be created 
by the act is excessive is a question which has 
aroused wide discussion. In the first place, it is 
important to realize that the original estimate of an 
ultimate reserve of around forty-seven billion 
dollars was based on a large number of assumptions 

^ For a description of the methods used, see Fay and Wasserman, “Ac- 
counting Operations of the Bureau of Old Age Insurance,’’ Social Security 
Bulletin (May, 1938). 
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and is in itself subject to a considerable margin of 
error. Secondly, the experience of the last year has 
shown that there will undoubtedly be many 
millions of workers who will be employed in the 
covered occupations for only relatively short 
periods of time,* but who under the present terms 
of the act will be entitled to receive large unearned 
annuities. The payments to these “drifters” will, 
therefore, appreciably reduce the maximum re- 
serves which otherwise would be accumulated. 
Even with these qualifications, however, it is 
probable that the ultimate reserve will, under the 
present plan, still reach a very large figure. 

The arguments advanced in support of such a 
reserve are approximately as follows: (i) Private 
insurance companies find it necessary to accumu- 
late such reserves for their annuity business. It is 
only proper, therefore, that the government should 
follow their example. This defense is seldom 
explicitly stated, but there is little doubt that it 
was in the minds of many when the Morgenthau 
amendments were suggested and approved. This 
analogy is, however, a mistaken one. Private com- 
panies have to accumulate such reserves because — 
being voluntary institutions -they are not certain 
that they will be able to sell a sufficient volume of 
policies in the future to give them enough current 
revenue to meet the claims on past policies which 
will then mature. The national system is, however, 

^ And who will be in the excluded occupations, among the self-employed, 
or housewives, during the vast majority of their working years. 
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compulsory, and the government is certain to 
collect taxes, under Title VIII, from those who will 
be employed in the future. It can increase these 
taxes, if necessary, to meet the then current costs, 
and it can raise taxes from other sources. There is 
not, therefore, the same necessity for a reserve 
under the compulsory public system as there is 
under a private voluntary plan. Other things being 
equal, there would seem, however, to be a strong 
case for a contingency reserve with which to meet 
claims during depression periods. For, at such 
times, the current contributions will fall off be- 
cause of unemployment and reduced earnings.^ 

(2) The second argument in favor of a reserve 
is stronger. It is that the reserve is necessary to 
reduce the taxes which would otherwise have to be 
paid in the future. As time goes on, the cost of the 
old age annuities will form an increasing proportion 
of the wages and salaries bill of the nation. This is 
both because the number of annuitants will in- 
crease as more persons move into the pensionable 
ages, and because the newer annuitants will, on the 
average, be receiving higher benefits than the for- 
mer, since they will have been employed for 
successively longer periods of time. It is, therefore, 
estimated that if a strict pay-as-you-go policy is 
followed, a tax of lo per cent will ultimately be 
required to pay the ultimate current benefits. It is 
feared that this would be an excessive burden, 

^ A reserve might also be designed to guard against a declining population, 
and a large increase in the proportion of aged persons of pensionable age. 
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particularly in view of the need for other forms of 
social insurance and assistance. The accumulation 
of a reserve compounded at 3 per cent is defended 
on the ground that it would yield a revenue equal 
to about 40 per cent of the final cost and hence 
permit the maximum tax rate under Title VIII to 
be kept at 6 per cent.^ It is undeniable that this is 
what the reserve does. It confines the financing 
of the plan to payroll taxes which are distributed 
relatively evenly over a period of time. Whether 
it is wise to follow this policy or to have govern- 
mental contributions which will be financed other- 
wise is, of course, another issue. The importance 
of this issue is, however certainly obscured by the 
argument that higher payroll taxes during the 
next few decades will accumulate a reserve which, 
in turn, will reduce the payroll taxes which other- 
wise would have to be paid later. 

Let us examine more closely the argument that 
the interest earned on the reserve will reduce the 
taxes that would otherwise have to be paid and 
ask where the interest is itself derived. Immedi- 
ately, of course, the interest will in all probability 
be obtained from taxes.* Hence, on first thought, it 
would not seem necessary for the government to go 
through the solemn motions of accumulating a 
reserve in order that it might pay revenue to itself. 

^ See the able articles by A. W. Willcox, “The Old Age Reserve Account,** 
Quarterly Journal oj Economics ^ May, 1937 (Vol. 51), pp. 444-68; and E. E. 
Witte, “In Defense of the Federal Old Age Benefit Plan,’* read before the 
American Statistical Association, December 29, 1936. 

* Except in a special case which I shall consider a little later. 
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For why might it not use the added taxes to pay 
old age benefits directly without resorting to the 
fiction of the old age fund? 

This contention is powerful, but it does not fully 
meet the issue. If the accumulated reserves are 
used to buy up the national debt which is in the 
hands of private holders, and if these private 
holders then invest these sums in productive enter- 
prise without decreasing the other investments 
which they would ordinarily make, then the 
national stock of capital goods is in fact increased. 
Since such capital instruments increase production, 
the total national income is also increased, and 
there is a correspondingly greater ability to pay 
taxes. The interest payments on the bonds held 
in the old age reserve may, therefore, be derived 
either directly or indirectly from this increased 
future income. There would be the same result if 
the government, instead of using the old age funds 
to retire the privately held public debt, should use 
them to construct publicly owned capital goods or 
to carry out services which would also increase the 
real income of the people. In both of these cases, 
therefore, the accumulation of a reserve invested 
in government bonds would have real economic 
meaning, since it would be drawn from an increase 
in national real income. 

If, however, the private holders of bonds wasted 
in riotous living the money paid to them by the 
government, the community would be in no better 
position to pay taxes because of the mere piling up 
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of paper credits in the reserve. The higher cost of 
benefits to the aged would have to be met out of the 
same national income, and government aid could 
be given directly, instead of being disguised as a 
payment of interest. Or, what is more likely, if the 
government should itself waste the money on 
magnificent-appearing public works which neither 
(a) yielded a net revenue over operating costs nor 
(^) built up the productive power of the people 
themselves, the interest charges would have to be 
met out of a national income which would not have 
been increased by one iota through the creation 
of the government I.O.U.’s credited to the old age 
account. 

The issue then partially turns on what may be 
expected to happen to the funds which will accumu- 
late during the early years from payroll taxes. If 
these are invested either directly or indirectly in 
productive enterprises, then there is on this score 
at least a strong justification for such a reserve. 
If there is a stronger possibility, however, that they 
will be wasted on nonproductive purposes, this 
argument falls to the ground. What will have 
happened in such a case is that the standard of 
life of the workers and consumers will have been 
reduced during the intervening period by the 
amount of the reserve, without any greater ability 
being created to meet the heavier costs in the 
future. It must be confessed that unless careful 
safeguards are thrown around the actual use of the 
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funds, there is great danger that precisely this may 
happen if the present plan is continued. 

It is also important to consider the effect of this 
reserve upon business depressions. The annual 
excess of tax collections over benefit payments 
will, for a long period of time, be very large. For 
the year 1937, it was approximately 500 million 
dollars; while for 1940, it is estimated at around 
750 millions. By 1943, this yearly excess will be 
nearly a billion dollars. 

The accumulation of these balances is likely to 
exert a distinctly deflationary influence in periods 
of recession and depression. If the federal budget 
for other items is, for example, balanced, then the 
accumulation of such surpluses from tax collections 
reduces the effective demand and the consumption 
of the workers and general public by a correspond- 
ing amount. At the same time, the public debt in the 
hands of banks and private investors is retired. 
But the private investors, in a period of recession, 
reinvest or spend only a very small fraction of 
the amounts paid to them. They, instead, tend to 
leave the major portion idle in the banks, since at 
such times banks are afraid to lend, and businesses 
are afraid to borrow. The demand for consumers 
goods would therefore, be decreased, while there 
would be no corresponding increase in the demand 
for capital goods. The result would inevitably be to 
lower prices by reducing the volume of active 
purchasing power, to reduce production and to 
increase unemployment. 
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Let US assume, however, that the government 
budget is not balanced and that the old age funds 
are spent for other governmental purposes. The 
relative effect here turns on the question as to 
whether or not these other governmental expendi- 
tures would have been made irrespective of the 
old age funds. If they would, then these surplus 
taxes for the old age reserve would still exert a net 
deflationary influence, since they would reduce the 
steadying effect upon demand of the government’s 
spending policy. If the government, however, 
increased its expenditures by the amount of the 
excess, then the decrease in the original demand 
for consumers goods on the part of the workers and 
the general public would be offset by the expendi- 
ture of these funds in other lines. Any possible 
deflationary effect would, therefore, be canceled. 
The moral would seem to be clear, namely, that the 
government should increase its expenditures during 
recessions and depressions to prevent this defla- 
tionary influence from making itself felt.^ This 
might take the form of either: (i) increasing the 
scale of immediate benefits under the old age insur- 
ance act itself while decreasing the ultimate 
benefits or (2) using the funds for socially necessary 
and income-producing purposes, such as public 
housing. To make the latter program effective, 
however, the unit costs of building would have to 

^ For a more detailed statement of this point of view, see Douglas, Con^ 
trolling 'Depressions^ pp. 1 23-142; and a statement by the author before the 
Committee on Unemployment and Relief of the United States Senate, 
March 4, 1938. 
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be reduced through a lowering of the prices of 
materials, of contractors’ charges and of the hourly 
wage rates of skilled labor as well. 

Whether or not the old age funds are exercising 
a deflationary influence during the present recession 
depends, therefore, upon the question as to whether 
or not the administration has kept its expenditures 
at a correspondingly higher figure than it would 
have done had there been no excess collection of 
taxes under the old age provisions. I have seen no 
evidence to indicate this has been the case. I am 
forced to the conclusion, therefore, that the old age 
reserve has had an adverse effect upon business 
conditions during the last year. It would seem 
obvious that proper standards should be worked 
out for the management of such tax collections 
during depression periods so as to minimize these 
unfavorable effects.^ 

Another evident problem which is developing is 
that of the smaller payments under the old age 
insurance system than under the state old age 
assistance laws. The average payment per indi- 
vidual under old age assistance is, as we have seen, 
somewhere between ^19 and $20 a month. For an 
aged couple, both of whom can qualify for aid, the 
average grant is between $33 and $34 a month. 

^ It follows from this that most of the criticism of the policy of the admin- 
istration for using social security funds to meet current relief and other 
needs is ill-founded. Deprived of these funds, which would be accumu- 
lated in an idle reserve, the administration would have either to (i) reduce 
expenditures and hence deepen the depression or ( 2 ) tax or borrow additional 
sums. To tax more would reduce the purchasing power of those taxed. 
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Since these are averages, the amounts granted 
in many states are, naturally, greater. Now, the 
average monthly annuity for the country as a 
whole under old age insurance in 1942 will be from 
$iy to $iS. This will be not only less than the 
average pension is now but probably still less than 
it will be then. In a great many states, the differ- 
ence will be marked. The fact that an aged spouse 
can receive old age assistance but will not be 
entitled to benefits unless previously employed in 
insured employments will add to the disparity. 

The fact that these workers who will have con- 
tributed toward the insurance system will in so 
many cases actually receive less than those outside 
the insurance system who will have paid in nothing 
directly will naturally arouse a great deal of dis- 
content on the part of those receiving annuities. 
For in addition to contributing toward his own 
smaller benefit, as a taxpayer he may well have to 
contribute toward the larger amounts received by 
those under the old age assistance system.^ If he is 
in need, as from 20 to 25 per cent of the old people 
seem to be, then in order to get the same amount 
as his neighbor under old age assistance, he will 
have to undergo a means test. He is then likely to 
inquire why he should have been compelled to pay 
added taxes on his wages or salary in order that 
in the end he may be in precisely the same position 
as his neighbors who were not compelled to do so. 

^ To the degree to which old age pensions are financed by sales taxes or 
taxes on such tangible property as the annuitant may own. 
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To meet this difficulty, some propose that the 
amounts paid to those who retire during the earlier 
years should be increased to an average of perhaps 
$25 a month, with the addition of a further benefit 
to the spouse. ‘ An even wiser proposal is to increase 
the basic grants to the insured workers only slightly 
but to add further sums in behalf of wives and 
possibly widows. These are interesting suggestions. 
If such benefits were merely added to the existing 
scale, they might constitute such a great addition 
to the total costs as to make it impossible to extend 
social insurance to any further purpose such as 
health and hospital care. If they were adopted, it 
would, therefore, probably be necessary to reduce 
the maximum annuities payable in the more 
distant future from $S$ a month to somewhere 
around $ 6 o. This would mean that the benefits 
would be determined much more according to 
standards of adequacy than according to the 
amounts specific individuals had earned or con- 
tributed under the insurance system. It would 
greatly increase the total paid out in so-called 
unearned annuities. 

If any such plan were adopted, there would seem 
to be three further changes which would inevitably 
follow from it. (i) The insurance system should be 
extended to include not only those employed in the 
excluded industries but all of the self-employed 
as well. This universal coverage would reduce the 
amount of unearned annuities paid to those who 

^ Provided that the latter were not in receipt of an ordinary annuity. 
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are employed within the included occupations for 
short periods during their working lives, but who 
are engaged for most of their time in the groups 
which are at present not included in the system. If, 
as now seems probable, nearly everyone will come 
into the system so far as benefits are concerned, 
should they not also come into the system so as to 
pay contributions throughout their lifetimes? (2) 
The size of the reserve would be greatly reduced 
because of the larger payments which would be 
made during the earlier years. (3) Governmental 
contributions would be both necessary and desir- 
able, since the costs to the government under 
old age assistance would be enormously reduced, 
and because the burden of the “unearned” an- 
nuities should not be allowed to rest on the insured 
alone. 

The general outlines of such a plan would seem 
to be preferable to the present dual system with its 
manifest inadequacies and anomalies. The main 
difficulty with it is undoubtedly the fact that it 
would reduce the difference between the amounts 
which the long service and higher paid workers 
would receive, as compared with those who had 
been employed for short periods of time for low 
wages. It would also probably compel those with 
incomes under ^3,000 a year to pay by far the 
major portion of the cost of protecting all the aged. 

A variant of this plan, modeled upon the present 
Swedish system, might serve all the good purposes 
of such a method and at the same time remove 
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some of its defects. Such an alternative plan would 
call first of all for the universal coverage of all 
gainfully employed persons. Those who were 
self-employed could pay their contributions in the 
form of a tax on their incomes.^ Since they at least 
would have no employer, it is probable that in 
order to obtain uniformity, the present joint tax 
upon the employers and employees would have to 
be transformed into a tax resting solely upon the 
insured person. Such a change would, however, be 
more nominal than real, since the workers are 
already bearing the cost of most of the tax ad- 
vanced by the employers. This tax should not, 
however, exceed 3 or 33^ per cent. Then, out of the 
sums thus paid by the employed and self-em- 
ployed,^ annuities could be granted on the three 
following bases: (i) A small flat sum irrespective of 
past earnings. This might be $10 a month, or $120 a 
year. (2) An annual sum at the age of sixty, which 
would be based directly on the total previous 
contributions paid by the claimant. This might 
be one-tenth or one-twelfth of the total amount. 
(3) Then, for those whose total incomes did not 
come up to certain minima (which would vary 
from section to section and from cities to the 
smaller towns), there would be a government grant 
to bring the total income up to these points. These 

^ The information about the earnings of the employed and the collec- 
tion of their taxes could be obtained, as now, from the employers. It is 
possible that a stamp system could also be used for agricultural workers and 
domestics. 

* The wives could be protected through the payments of their husbands. 
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grants would be largely, although not exclusively, 
financed by the national government and would be 
made according to objective standards of need, 
which would be nationally defined, even if locally 
administered. 

Such a plan would establish horizontally tiered 
methods of protection for the entire population in 
place of the present vertical cleavage which is 
caused by our dual system. It would establish a 
rough proportionality between individual contribu- 
tions and receipts, and it would permit the income 
groups above $3,000 a year to contribute toward 
the support of those whose private incomes did not 
come up to the fixed minimum. But such added 
sums would not be granted to all, as is virtually 
proposed under the former plan, but only to those 
who were in definite need. 

4. Unemployment Compensation 

Although there were only fifteen states on 
November i, 1936, which had unemployment 
insurance laws, by July i, 1937, or eight months 
afterward, every state and all of the territories had 
such legislation.^ This movement came in two 
waves. No less than twenty-one states passed laws 
between November 20 and the end of 1936, since 
they believed they would not get their offsets for 

1 For convenient summaries of the existing legislation, see two valuable 
publications of the Social Security Board, namely: {i) A Comparison of 
State Unemployment Compensation Laws as of October i, 1937, 65 pp. mimeo- 
graphed; and (2) An Analysis of State Unemployment Compensation Laws, 
December 1, 1937, 33 pp. 
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1936 unless they put such legislation on the books 
before the end of the year.^ Then, during the 
legislative sessions of 1937, the remaining states 
fell into line. Illinois and Missouri were the last 
states to act. In virtually all of these cases, the 
legislators worked either with model drafts pre- 
pared by the Social Security Board or with bills 
in the drafting of which the board had participated. 
This was an interesting example of “cooperative” 
action between the states and the federal govern- 
ment, and it largely accounts for the comparative 
uniformity between the state acts which were 
passed within any given period of time. 

In general, the new legislation established the 
state-pooled fund as the predominant type. Ne- 
braska, it is true, copied Wisconsin in setting up 
what was virtually a straight employers’ reserve 
system; and Kentucky, South Dakota and Oregon 
passed laws on the Indiana model with one-sixth 
of the funds pooled and five-sixths kept in separate 
reserves. The Vermont law permits an employer 
to choose whether he wishes to come under the 
state pool or to set up his individual reserve. But 
aside from these seven laws, the remaining forty- 
four provide for the pooling of contributions into a 
state fund. 

This development was not accomplished without 
a hard struggle, since large sections of the more 

‘These twenty-one states were Arizona, Colorado, Connecticut, Iowa, 
Kentucky, Maine, Maryland, Michigan, Minnesota, New Jersey, New 
Mexico, North Carolina, Ohio, Oklahoma, Pennsylvania, South Dakota, 
Tennessee, Texas, Vermont, Virginia and West Virginia. 
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conservative employers groups were insistent in 
demanding the individual reserve system and drew 
heavily upon the advocates of the Wisconsin plan 
for support.^ The contest in Missouri and Illinois 
was especially close. Only the work of organized 
labor, the League of Women Voters, the Associa- 
tion for Social Security and certain well-informed 
legislators turned the tide in these states in favor 
of the pooled fund. 

Of the forty-four laws providing for a pooled 
fund, thirty-three provide for merit rating^ of one 
form or another; while eleven,® or the remainder, do 
not provide for this. 

These new laws distinctly moved away from 
requiring the employees to make direct contribu- 
tions. Whereas eight of the first fifteen state acts 
had such a provision, this was true of only two of 
the last thirty-six (i.e., Kentucky and New Jersey). 
In addition, Idaho and Indiana repealed their 


^ Thus, in Missouri, the director of the Wisconsin Unemployment Com- 
pensation Bureau addressed the joint committee of the legislature under the 
auspices of the Associated Industries in behalf of the bill sponsored by that 
group. 

* There are twenty-seven states with automatic merit rating, i.e., Arizona, 
Arkansas, California, Colorado, Connecticut, Delaware, Florida, Idaho, 
Illinois, Iowa, Kansas, Louisiana, Michigan, Minnesota, Missouri, New 
Hampshire, New Jersey, New Mexico, North Dakota, Ohio, Oklahoma, 
South Carolina, Tennessee, Texas, Utah, West Virginia and Wyoming. 
Then there are six more with merit rating to be determined by the adminis- 
trative agency, i.e., Alabama, Alaska, District of Columbia, Montana, 
Nevada and Washington. Most of the pooled funds with merit rating provide 
some safeguards which limit the reductions that individual employers can 
obtain if the reserve as a whole falls below a given ratio to past benefits, etc. 

* The states without merit rating are Georgia, Hawaii, Maine, Maryland, 
Massachusetts, Mississippi, New York, North Carolina, Pennsylvania, 
Rhode Island and Virginia. 
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previous requirements for workers’ contributions; 
although, in the case of the former state, this 
amendment was later invalidated by the state 
supreme court. This tendency away from workers’ 
contributions was caused by several forces: (i) 
There was a recognition that the employers’ con- 
tributions were, in the last analysis, largely borne 
by the workers through a shifting of the incidence 
backward in the form of lower wages and forward 
in the form of higher prices. ( 2 ) It was felt that the 
administrative difficulties involved in collecting 
such contributions outweighed the advantages that 
might be obtained from them. (3) The campaign on 
the part of the Republican party and some big 
employers during the campaign of 1936 to turn 
the workers against their contributions toward old 
age insurance rebounded into the field of unem- 
ployment insurance. Many were afraid to increase 
the direct burdens borne by the workers; while 
others felt that since so many employers had said 
they were opposed to workers’ contributions for old 
age insurance, it was but poetic justice to free the 
latter from contributing toward unemployment 
insurance. 

Another evident tendency in the state laws is to 
widen the coverage by lowering the minimum size 
of the firms included. While thirty-one laws cover 
only firms with eight or more employees, one state 
(Connecticut) includes concerns with five or more 
employees; six states,^ those with four or more; 

* I.C., Kentucky, New Mexico, New Hampshire, New York, Oregon and 
Rhode Island. 
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two states,^ with two or more; and no less than ten 
states,® all concerns in the covered occupations 
which have even one employed worker. 

Another change in the laws which began about 
the middle of December, 1936, and which was 
undoubtedly initiated by the security board, was 
the movement away from the “time” to the “wage” 
method of computing the amount, duration and 
qualifications for benefits. Formerly, the laws had 
(i) required a given number of weeks of prior 
employment to qualify for benefits; and (2) fixed 
the amount of the benefits at approximately 
50 per cent of full-time wages, subject to minimum 
and maximum amounts; and (3) established the 
duration of benefits in terms of weeks. It was felt 
by the board that such a plan involved practical 
difficulties in determining the full-time weekly 
wages of the worker. The principle of “wage loss” 
was, therefore, substituted with the belief that 
it would do away with the necessity for a monthly 
and even possibly a weekly report by employers 
on the earnings and employment of individuals® 
and would merely require quarterly reporting. 
Under the new plan, the quarter becomes the 
accounting unit, and the amount of the weekly 
benefit is fixed within a given minimum and 

‘ I.C., Arizona and Ohio. 

* Arkansas, Delaware, District of Columbia, Hawaii, Idaho, Minnesota, 
Montana, Nevada, Pennsylvania and Wyoming, 

* Personally, I have always believed that a statement of a worker's full- 
time weekly earnings made every year, or at the most every quarter, would 
be sufficient. 
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maximum at one-twenty-sixth of the total amounts 
actually earned during that quarter, out of the 
first eight during the preceding nine quarters 
in which the earnings of the worker were the 
highest. This amounts to (a) taking as the full-time 
weekly wage one-thirteenth of the best quarterly 
record of earnings which the worker made during 
the two years preceding the last completed calendar 
quarter and (i) making the weekly benefit one-half 
of this sum. Thus, if a worker became unemployed 
on April 2, 1939, for example, the highest earnings 
during the eight quarters from January i, 1937, to 
December 31, 1938, would be taken as the quarter 
from which the computations were to be made. 
If the earnings in this quarter were $260, then the 
full-time weekly wage would be taken as one- 
thirteenth of this, or ^20; while the weekly benefit 
would, in turn, be one-half of this, or $io. The 
worker is then credited with one-sixth of the 
amounts that he has earned during each of 
the quarters in this base period as the maximum 
amount that he can receive. In the quarter thus 
described, this would be $43.33 (i.e., $260 -i- 6). 
If his earnings in a given quarter are in excess of 
$390, however, no more than $65 (or one-sixth 
of $390) will be credited to his account. This ac- 
count is accumulated throughout the base period 
of the first eight out of the preceding nine calendar 
quarters, and against it are charged the total 
unemployment benefits paid out to the worker. 
The benefits in any year may not under any cir- 
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cumstances exceed the total credited to him, nor 
may they exceed a given number of times (generally 
fifteen) his weekly benefits. Thus, in the case 
stated, where the weekly benefit was to be |io, 
if the total past credits did not exceed $100, then 
the maximum period in the benefit year for which 
benefits would be paid would be ten weeks (i.e., 
^100 -T- 10). If, however, the total past credits 
amounted to $200, the amounts paid out would 
only be fifteen times the weekly benefit, or $150. 
In other words, whichever is the smaller of these 
two sums is taken as the total that can be paid in a 
given benefit year.^ 

Such a plan obviously reduces the amounts that 
irregularly employed workers whose past earnings 
have been low can receive. To help compensate for 
this, the requirement for prior employment as a 
condition of eligibility is, however, also reduced; so 
that all that is necessary is for the worker to have 
earned during the first four out of the preceding 
five calendar quarters at least fifteen or sixteen 
times his weekly benefit. This would be approxi- 
mately seven and a half to eight weeks of employ- 
ment, instead of the requirement of thirteen to 
twenty-six weeks or so which characterized the 
laws passed prior to December, 1936. 

It will be noticed from the preceding description 
that the last completed calendar quarter is not 


1 The benefit year, in turn, is a period of fifty-two weeks immediately 
following the period when benefits are first payable to an individual and the 
successive years that follow. 
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used in determining the worker’s benefit rate or his 
eligibility or the duration of benefits. It is instead 
a “slide” quarter, during which the earnings for the 
previous quarter are entered on the worker’s 
record sheet and his credits posted. This plan, by 
integrating the basis for computing benefits with 
the reports of individual earnings, was advocated 
on the ground that it would make the administra- 
tion somewhat less complicated than it otherwise 
would be and would also introduce a greater degree 
of correspondence between a worker’s past earnings 
and employment and his total benefits. For other- 
wise a worker could, as in Great Britain, be 
employed on only one day during each of the 
qualifying number of weeks, and yet draw the 
standard number of weeks of benefit. 

Virtually all of the states provide benefits for 
part-time unemployment. These generally do not 
begin until the earnings on the job have fallen to a 
total that is either only $2 a week, or one-fifth, more 
than his weekly benefit amount. There will inevit- 
ably be a great deal of difficulty in administering 
these provisions. As we shall point out, employers 
in states with the employer reserve plan will 
tend to resort to part time in order to reduce the 
charges against their separate reserves. There will 
be much the same tendency under the merit rating 
system applied within pooled funds. ‘ This tendency 


‘ This will result in a smaller total disbursement of monetary purchasing 
power to the workers and, in the case of the reserve system, in a greater 
accumulation of idle reserves than would be the case were the available 
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will not, however, be present where there is a 
straight pooled fund without merit rating. 

As we have stated, Wisconsin was the first state, 
up to 1938, that had paid benefits. Its system of 
benefits began in July, 1936, and it therefore had a 
year and a half of benefit experience before the 
other states started their payments. During the 
first year, the Wisconsin system, however, paid out 
only 1964,000 in benefits,^ although its credit 
in the federal unemployment trust fund was 
approximately ^23,000,000 by the end of the fiscal 
year. There were several reasons why these pay- 
ments were relatively low: (i) The year 1936-1937 
was a year of rising prosperity and employment, 
during which the proportion of claims would 
naturally be low. (2) The Wisconsin law was so 
framed as to prevent the workers from acquiring 
any claims to benefits during the two preceding 
years during which contributions from the em- 
ployers were collected. The workers, in other words, 
began to accumulate credit for benefit payments 
only after July, 1936, and this naturally reduced 
the amounts payable to them. (3) Under the Wis- 
consin law, the liability of any one employer for 
benefits is limited to one week for every four to 
six weeks of employment, and this liability is 
assumed in the inverse order of employment.* But 

work concentrated upon fewer men and the remainder paid unemployment 
benefits. 

^ Matschek and Atkinson, Unemployment Compensation Benefits in Wis- 
consin 1936-1937, p. 64. 

* Wisconsin Statutes^ i93 5“i936, Chapter 108.06 (i). 
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no employer is liable for any unemployment that 
occurs more than twenty-six weeks after a worker 
has terminated his employment with him.^ Thus, if 
a worker were employed by A from July i to 
December 31 and, after working for B for the next 
half year, became unemployed on July i of the next 
year, he would have a claim upon B of four and 
one-half to six and one-half weeks of benefit, 
depending upon the size of the weekly benefit rate. 
But even though he continued to be unemployed, 
he would have no claim upon A. This would 
naturally result in a curtailment of benefits, and it 
is precisely this which has happened in Wisconsin. 
(4) The benefits for partial unemployment in 
Wisconsin do not begin until the worker’s earnings 
are less than the weekly benefit. This benefit is only 
approximately 50 per cent of earnings. This means 
that an employer can avoid liability under the 
individual reserve system of Wisconsin by working 
his men part time instead of laying some of them 
off. He will have no liability at all as long as he 
gives them more than half time; and even when 
he gives them less, he is liable only for the differ- 
ence between their actual earnings and half of their 
full-time wages. In this way, by “sharing the 
work,” or “sharing the poverty,” he can protect 
his funds and prevent the workers from receiving 
benefits. There is evidence that this method is 
being quite widely used in Wisconsin and that it is 
at least partially responsible for the low total 

* /M,, Chapter 108.06 (3). 
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volume of payments. It is probably not too harsh 
a statement to say that Wisconsin was able to cut 
down benefits and accumulate large reserves by 
severe and drastic restrictions upon the degree of 
protection which the system afforded to the 
unemployed. 

In spite of all this, there were seventeen funds 
which were individually insolvent at the end of 
the year 1936-1937.* The unemployed received full 
benefits in these cases only because of the change 
in the law which pooled the interest earnings of the 
funds and used them to pay benefits to claimants of 
funds that were exhausted. It is obvious, however, 
that these pooled sums are not sufficient to meet a 
strain of any large dimensions. 

The total expenses of the Wisconsin Unemploy- 
ment Compensation Department for the year 
(exclusive of the expenses of the employment serv- 
ice) were 1455,000 or $418,000 after deducting the 
cost of equipment.* This latter figure amounted to 
slightly over 43 per cent of all benefits paid out. 
This, of course, is an extraordinarily high ratio of 
administrative expense. It is defended by the advo- 
cates of the Wisconsin system on the ground that 
benefits were limited in the first year because the 
workers had no previously accumulated rights and 
that as the benefits increase — as they will in 
subsequent years — this expense ratio will markedly 

^ Approximately eighty funds are now (May, 1938) insolvent. 

* Matschek and Atkinson, Unemployment Compensation Benefits in Wis- 
consin^ p. 70. 
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fall. There is solid merit to this defense, but it will 
be interesting to see by how much the percentage 
of administrative costs will be reduced. 

An administrative problem which quickly devel- 
oped and which was briefly commented upon in the 
preceding chapter was that of a choice between; 
{a) the current reporting of individual earnings on a 
quarterly basis to the state authorities so that a 
worker’s benefit rights can be determined in 
advance of unemployment; and (b) severance or 
separations reporting, in which the employers 
would make these reports only when a worker 
had his employment terminated. Wisconsin uses 
the separations method, which is based on the 
precedent of accident compensation; but the 
vast majority of the other states use the method 
of current earnings. 

The supporters of the separations system ad- 
vance the following arguments; (i) It is urged that 
it would reduce the work both of the employers and 
of the state agencies. Information would not be 
furnished on wage earners who continued to be 
employed but would be given only when a worker 
lost his job and later applied for benefits. It is 
alleged that the majority of workers are employed 
steadily, and this would free the employers from 
the task of making out periodical reports for them. 
It is also said that this would free the state unem- 
ployment insurance authority from posting earn- 
ings periodically to each worker’s account and let 
it deal merely with the cases that present them- 
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selves for benefits. (2) Since the employers will have 
to make some report under the current reporting 
system when the worker is separated from his job, 
it is urged that duplication will be avoided by their 
making their entire report on past employment and 
earnings at that time. (3) The analogy with acci- 
dent compensation is stressed. (4) The Wisconsin 
experience is stated to have been favorable. 

Against this, the advocates of current reporting 
urge: (i) Current reporting would give full details 
about each worker’s past employment and earn- 
ings. This information will be ready when the 
worker applies for benefits and will enable his 
weekly benefits to be quickly computed and paid. 
(2) If, on the other hand, separations reporting is 
depended upon, no information will be obtained 
until after the worker files his claim for benefit. It 
will then be necessary to find out who his previous 
employers were and to obtain from them his past 
record of employment and earnings. This will 
involve a great deal of labor, and past experience 
has shown that it is difficult to get this material 
from employers. Thus, in California, where separa- 
tions reporting was given up at the request of the 
employers, the administrator has estimated that 
67 per cent of the employers never filed the re- 
quired separations reports.^ 

' J. L. Mathews, The Birth of Unemployment Service in Calif ornia^ p. 6. 
Delivered before the Association Executives Trade Conference, Los Angeles 
(no date). 
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Long delays would inevitably occur while the 
unemployed were waiting for benefits, and the 
whole system would be discredited. 

(3) The precedent of accident compensation does 
not apply, since the volume of work is very much 
less in this case than it would be under unemploy- 
ment compensation. (4) The separations method 
would impose a far greater burden upon employers 
with a higher turnover rate than would current 
reporting. It is much more work to make out a 
separate and detailed report on the past earnings 
and employment of each man than to enter his 
name and earnings on a composite form which is 
already being prepared, since in the former case 
it is necessary to hunt back through an accumu- 
lation of past payrolls, etc., to get the record of the 
separated worker. (5) The system of requiring cur- 
rent quarterly reports on the earnings of individual 
employees will compel the employer to audit 
automatically the monthly reports on total payroll 
and the contributions that he makes on this basis. 
It will also furnish the state with an automatic 
check and largely eliminate the need for costly field 
audits. 

On the whole, the case for current reporting 
seems to be much stronger, and it is reassuring that 
the vast majority of states have adopted it. It will 
save distinct expense, however, if the current earn- 
ings are posted by machine instead of by hand, as is 
practiced in some states. For the former method 
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can be handled by less than one-fourth the number 
of employees that the latter requires. From esti- 
mates prepared by Dr. Peter Swanish, the Illinois 
administrator, it appears that one clerk operating 
a Hollerith machine can post earnings records for 
some 30,000 workers per quarter. 

One of the great administrative needs is, how- 
ever, to consolidate, simplify, and reduce the 
number of reports that employers have, under the 
security act, to make to national and state authori- 
ties. Thus, at present an employer must: (i) file 
with the Treasury Department a total earnings 
report for old age insurance for all wages and 
salaries, except amounts over $3,000, and accom- 
pany this with the taxes paid by him and his 
employees; (2) file quarterly with the Social 
Security Board a full list of his employees subject 
to old age insurance, with their account numbers 
and earnings during the given quarter; (3) file 
with the Treasury Department statements on the 
total earnings of employees who are subject to the 
unemployment insurance sections of the act and 
accompany this with the necessary tax payments; 
(4) file similar statements with the state authorities 
administering unemployment insurance and accom- 
pany this with the payment of the necessary state 
taxes; (5) file quarterly with the state authorities 
the individual earnings and account numbers of 
their employees. 

It is obvious that this is an excessive load upon 
the employers. It can be greatly reduced by 
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consolidating state and federal reporting and so 
integrating the scope of the unemployment insur- 
ance and old age insurance sections as to make one 
set of reports largely serve all purposes. One 
step would be to make the coverage of the two 
major insurance systems identical. This would 
involve: (i) Bringing into the unemployment 
insurance system all firms within the included 
occupations employing one or more workers, which 
it will be remembered is the coverage of the old 
age insurance sections. (2) Either taxing those 
portions of the wages and salaries over $3,000 a 
year for old age insurance (Title VIII) or exempt- 
ing these sums from taxation under Title IX. In 
other words, the scope of the incomes covered 
should, if possible, be identical. (3) Providing that 
those who continue to be employed after the age of 
sixty-five will still fall under Title VIII. (4) Making 
the clauses governing casual labor identical. 

If this were done, it would then be possible for 
an employer to fill out one detailed report quarterly 
on his covered employees and their individual 
earnings. Two copies of this could be sent to the 
treasury for the purpose of entering the earnings of 
individuals to their account numbers and for the 
payment of taxes for both old age and unemploy- 
ment insurance. A triplicate of the same report 
could then be sent to the state unemployment 
insurance authorities for the purpose of posting the 
individual’s earnings to his record; and this might 
also serve as the basis for the state tax report. 

[413] 



DEVELOPMENTS UNDER THE ACT 


Even if all of this program could not be carried 
out, a much greater coordination of reporting could 
be effected by the states accepting duplicates of the 
present basic form for old age insurance (i.e., 
SS i) for earnings reports under unemployment 
insurance. It is encouraging that some progress is 
being made in this direction. 

On January i of 1938, the eligible unemployed 
in twenty-two additional states were entitled to 
ask for benefits. These were Alabama, Arizona, 
California, Connecticut, District of Columbia, 
Louisiana, Maine, Maryland, Massachusetts, 
Minnesota, New Hampshire, New York, North 
Carolina, Oregon, Pennsylvania, Rhode Island, 
Tennessee, Texas, Utah, Vermont, Virginia and 
West Virginia. It is estimated that there were 
approximately 11,500,000 workers in these states, 
or about half of the total number covered in the 
country as a whole. During the first month, about 
2,000,000 of the unemployed registered and claimed 
benefits. 565,000 of these were in New York, and 
442,000 in Pennsylvania, and the total for Massa- 
chusetts was reported to be nearly 200,000. In 
February, the number of new claimants was well 
over half a million. While the work of paying 
benefits was handled satisfactorily and speedily in 
smaller states such as New Hampshire, Rhode 
Island and Connecticut, in the three large indus- 
trial states which have been mentioned the services 
were virtually swamped. In many cases, an insuffi- 
cient staff had been assembled without proper 
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training. Inadequate facilities were provided for 
registration; and in some cases, including New 
York, registration by mail was permitted. The 
claims for benefit frequently did not contain suffi- 
cient information; and it was also discovered that a 
considerable percentage of the covered employers 
had not, in fact, been reported to the state depart- 
ments and that in these cases information about 
the earnings and employment of the unemployed 
workers, upon which benefits could be paid, there- 
fore was not ready. The computation of benefits 
was also found to be an extremely complicated 
and time-consuming process. The result was wide- 
spread delay. By February 12, only a total of 
618,000 benefit checks had been sent out. Only 
9 per cent of these, or 57,600, came from New York, 
although that state had nearly 30 per cent of the 
claimants. 

Another complication was the fact that a con- 
siderable percentage of the claimants did not fol- 
low up their applications. One cause of this may 
have been that many were already receiving more 
in relief or from the WPA than they could get in 
unemployment benefits. The average unemploy- 
ment benefit for the country as a whole was $10.16. 
The average for New York was $11.71; and for 
Arizona, $12.72. In North Carolina, however, the 
average was only $5.92; while in Alabama, Ten- 
nessee and Virginia, the averages were respectively 
$6.79, $7.01 and $7.76. Taking the seven months 

I415I 



DEVELOPMENTS UNDER THE ACT 


from January to July inclusive, an approximate 
total of 6,000,000 was paid out in benefits. 

The whole experience shows the absolute neces- 
sity of simplifying the methods of computing 
benefits and of making more adequate arrange- 
ments for their payment. The number of employ- 
ment offices, for example, certainly needs to be 
increased for purposes of registration, and a staff 
trained in advance to handle applications. Unless 
this is done by the eight states^ which will begin 
payments during 1938, and by the remainder which 
will start in January or July of 1939, still further 
delays will be experienced which will seriously 
handicap and discredit the system. 

There is a further necessity for simplifying the 
methods of computing and paying the benefit 
amounts. As the present author predicted,^ it is 
very cumbersome to compute benefits to exactly 
50 per cent of the standard wage or, as provided by 
some laws, to the nearest figure of twenty cents. 
For this requires checks of an almost infinite series 
of amounts and, in turn, necessitates that the 
checks shall be paid out from only one place. This 
swamps the central agency in a period of mass 
unemployment and leads to prolonged and wide- 
spread delays. It would be better to have only five 
or six categories of benefits, let us say, of $5 per 
week for those receiving less than $10 a week; 

* I.e., Indiana, Mississippi, Iowa, Michigan, South Carolina, Idaho, New 
Mexico and Oklahoma. 

* I.e., in Standards of Unemployment Insurance (1933) and the early 
editions of this book. 
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$7.50 for those between $io and |i5; ^lo for those 
between ^15 and $20; $12.50 for the group between 
$20 and $25; and $15 for those getting over $25 a 
week. At the very least, if a 50 per cent basis were 
retained, benefits might be paid only to the nearest 
dollar,^ since this would reduce the number of 
different denominations of benefits to a total of 
eleven. By thus reducing the number of different- 
sized checks to more manageable proportions, pay- 
ments could be speeded up. Checks of these 
different denominations could be printed, and all 
that would be needed would be to write in the name 
of the recipient. After the initial determination 
by the central state office of the benefit amount for 
an individual claimant, the local offices could then 
fill in the blanks for the separate checks subject to 
state audit. Or if this would unduly open the way 
to fraud, the central office could continue to make 
out the individual checks but ship them in bundles 
to the local offices for distribution. 

In either event, it would no longer be necessary 
to pay the benefits by mail. For obviously this is 
conducive to fraud. A man could, for example, get 
hold of the account numbers of several insured 
workers and make application in their names.* 
Then, if he did not have to appear personally for 
the checks, it would not be difficult for him to 

' This would, however, excite the opposition of those who on a strict 50 
per cent basis would be entitled to more than the amount paid. 

*Thus, in Illinois it was found in an establishment employing 2,500 
workers that 196 of them had from two to five social security account 
numbers. 
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obtain them through the mails without serious risk 
of detection. As a matter of fact, it should not be so 
difficult to manage the work of having the unem- 
ployed sign the register during hours of employ- 
ment at the employment offices and receive their 
benefits in person. This could be done by having 
one section sign the register on Mondays, Wednes- 
days and Fridays, and the other on Tuesdays, 
Thursdays and Saturdays. The benefit payments 
could then be made on the last of each of these sets 
of days. To reduce the waiting time to a minimum, 
groups of the unemployed in alphabetical order 
could, therefore, be given blocks of half an hour 
during which they would sign the register to 
signify they were unemployed and on the last day 
receive their benefits. Such an orderly routine, 
combined with the setting up and maintenance of 
an adequate number of employment offices, should 
prevent the unemployed from waiting too long to 
report and should greatly lessen the danger of 
fraud. 

A few further comments may also be in order. 
As the various state laws begin to move into active 
operation, officials are beginning to realize how 
many interstate migrants are being excluded. This 
was pointed out by the author and others when the 
Social Security Act was under consideration, but 
those in charge of the legislation made no provision 
for it. In all probability, a pooled federal fund will 
be needed adequately to take care of these persons. 
An attempt is being made, however, to handle this 
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problem by reciprocal agreements which have now 
been concluded by the unemployment insurance 
agencies of thirty-six states. 

There is also the very clear prospect that as long 
as seasonal unemployment is treated on the same 
basis as other types, after the present balances 
are used up it will be very difficult for reserves 
of any magnitude to be accumulated for any 
appreciable future depression. For those in the 
building, mining, clothing and other seasonal 
trades will draw out enormous sums in benefits even 
in the more prosperous years, despite the fact that 
their daily wages when employed will already have 
largely compensated them for the off seasons. They 
will thus be paid twice for regularly recurring 
unemployment. Most of the states, with the excep- 
tion of Michigan and Illinois, have, however, been 
very slow to face this issue; and unless a wide- 
spread awareness of the problem develops, there is 
every prospect that a large proportion of the funds 
will be dissipated in this manner. The remedy is 
probably to fix certain periods of the year for each 
of the highly seasonal industries, corresponding to 
their off seasons, during which benefits will not be 
paid. This will probably be easier to administer 
than to require a longer waiting period for these 
industries, since it will remove the necessity for 
the unemployed to report during these periods. 

The drain upon the funds during the current 
year of 1938 promises to be heavy for those states 
which are starting benefit payments. This is both 
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TABLE XVII 

Balance Credited to Accounts of Various States in Unemployment 
Trust Fund as of January 31, 1938 
(In thousands of dollars) 


State 


Amount 

credited 

Sti te 

Amount 

credited 

A. 

States Paying Benefits on or before January i, 1938 



Alabama . 
Arizona . . 


District of Columbia . 

Idaho 

Kentucky 

Louisiana 

Maine 

Maryland 


New Hampshire . 


8.338 

New York 

1 ,761 

North Carolina 

63,257 

Oregon 

IS. 031 

Pennsylvania 

6,058 

Rhode Island 

1,933 

Tennessee 

9. 539 

Texas 

7,593 

Utah 

3.595 

Virginia 

8.346 

West Virginia 

39.137 

10,623 

Wisconsin 

4,064 

Total 


B. States Where Benefits Will Begin after January, 1938, but within the Year 


Iowa 

Michigan 

Mississippi 


1,933 

New Mexico 

23,948 

Oklahoma 

7,318 

South Carolina 

45,156 


2,350 

Total 


C. States Where Benefits Will Begin during 1939 


Alaska 

238 

Montana 

Arkansas 

1,92s 

Nebraska 

Colorado 

4,923 

Nevada 

Florida 

3 ,008 

New Jersey 

Georgia 

4,514 

North Dakota 

Hawaii ..... 

957 


Illinois 

4,000 

South Dakota 

Kansas 

3,724 

Washington 

Kentucky 

9,539 

Wyoming 

Missouri 

5,700 


Grand total ■■ 664,4061 


Total 


^The total advanced from the central fund to the respective state funds in January of 
1938 was approximately 34 millions of dollars. By the end of February, the total reserve in the 
account was 741 millions of dollars and by the end of May the net balance was 838 millions. 
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because of the current business “recession" and 
because of the seasonal drain which I have men- 
tioned. To meet this, the twenty-four states 
had the following total reserves credited to their 
accounts on January 31, 1938. These are given 
in terms of thousands of dollars. 

Since the only benefits which were paid out 
during 1937 were the relatively small sums 
disbursed in Wisconsin; it follows that the unem- 
ployment compensation taxes, for the reasons 
previously described, exercised a net deflationary 
influence in that year and with the taxes for old 
age insurance helped to intensify the depression 
of that year. During the first part of 1938, this 
same deflationary influence was continued since 
only 1 40 millions of dollars were paid out in 
benefits while 350 millions of dollars were collected 
in taxes with a consequent swelling of the total 
reserve. 

It is possible, and in my opinion probable, that 
the funds in some of these states will be drawn to 
a low figure by the end of 1938 and that unless 
there is a marked improvement in the business 
situation, some of them may be exhausted during 
1939. Thus Rhode Island in the first six months 
of the year paid out 65 per cent more than it took 
in from contributions and used up 55 per cent of all 
the monies collected during two and a half years. 
In West Virginia the payments during the same 
period were 72 per cent greater than the current 
receipts and actually absorbed 57 per cent of the 
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total collections. In Maine and Utah the state 
balances were drawn down to nearly an equal ex- 
tent by the end of June. We shall, therefore, in all 
probability, shortly face two problems which were 
discussed in the original edition of this volume, 
namely, what should be done: (i) In the case of 
those states which have exhausted their reserves, 
and which are compelled to curtail the standard 
benefits to which the unemployed supposed them- 
selves to be entitled, but who are still out of work 
and in need. (2) In the case of those who have 
exhausted their claims for benefit but are still in 
need. 

There will undoubtedly be a need in the first 
case for federal funds to “bail out” and reinforce 
the exhausted state funds. In the second, there will 
be a need for a second-line trench to back up the 
insurance system. 

The experience thus far has, indeed, shown the 
necessity of at least coordinating the various forms 
of social security. Thus, when the payment of 
unemployment benefits began, some of those 
eligible were, as stated, on relief or employed with 
the W.P.A. In the latter case, the amounts which 
they received were commonly appreciably above 
those to which they were entitled under unemploy- 
ment insurance. Those on relief who had large 
families were also frequently receiving more. In 
these cases, therefore, the unemployed were not 
anxious to be transferred to the unemployment 
benefit rolls. This was intensified by the fact that 
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they would (i) be compelled to go through a 
waiting period of two to four weeks and then (2) 
find that after thirteen to sixteen weeks, their 
benefit period would be exhausted and they might 
then have distinct difficulty in getting back on 
relief or with the W.P.A. 

That the coming of unemployment benefits did, 
nevertheless, somewhat reduce the relief load from 
what it would otherwise have been may be seen 
from the fact that during the first five months, 
there were 39,800 relief cases in Pennsylvania 
which were “closed” because of such transfers.^ 
The fact that no benefits at all are paid during 
the waiting period is forcing a certain percentage 
of the unemployed to ask for and receive relief 
during those weeks. These cases in Milwaukee 
seem to range between 4 and 8 per cent of those 
receiving unemployment benefit, although in Balti- 
more this ratio was less than i per cent. It is also 
evident that supplementary relief will have to be 
given to many of the families where the benefits 
are inadequate to maintain them. This was true 
of about I per cent of those in receipt of unemploy- 
ment benefits in Baltimore, Milwaukee and New 
York City during March and April. In Buffalo, 
however, this ratio ran as high as 5 per cent.* 
Moreover, once the unemployment benefits are 
exhausted, a large percentage are forced to fall 

' Ewan Clague, “The Relationship between Unemployment Compen- 
sation and Relief from a National Point of View/* Social Security Bulletin 
(May, 1938), p. 9. 

^ Ibid. ^ p. II. 


I423I 



DEVELOPMENTS UNDER THE ACT 


back on relief or W.P.A. Thus, in Pennsylvania 
alone, no less than 31,000 persons were put on 
relief for such a cause during the first five months 
of 1938, and this number was rapidly increasing 
at the end of this period. It is obvious, therefore, 
that we must coordinate relief payments and 
W.P.A. practice with unemployment benefits much 
more closely than is now the case. 

The experience with unemployment benefits 
has also furnished a further illustration of the 
need for health insurance. For if unemployed 
workers who are receiving benefits are once taken 
ill, they thereby lose their claim to benefits since 
they are no longer “able to work.” This is mani- 
festly unjust; and while these cases cannot be 
handled under unemployment insurance, which 
can cover only those “able to work, willing to work 
but unable to find suitable employment,” there is 
need for a supplementary system which will pro- 
tect them.^ The Conference on public health 
called by the government during the summer 
showed a striking degree of agreement on the 
part of many groups that some form of pooled 
protection against sickness is needed and it is 
probably not unsafe to forecast developments in 
this field in the not distant future. 

Finally mention should be made of the passage 
by Congress in June, 1938, of the Railway Unem- 
ployment Compensation Act. This takes the 

> See Peter T. Swanish, “ Unemployment Compensation Summons Health 
Insurance,” Oral Hygiene (April, 1938), pp, 455-460. 
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railway workers out of the forty-eight state acts 
and puts them in one National system under 
the Railway Retirement Board. The benefits 
granted to the railway men under this act are 
appreciably more liberal than those provided by 
the state acts and probably can be administered 
much more effectively upon a national basis. 
The employer’s contribution is 3 per cent or the 
same as under Table IX of the Security Act. 
One-tenth of this is to be used for administrative 
purposes. Benefits do not begin until July i, 1939 
and up to that time the unemployed railway 
workers are to be taken care of by the various 
state systems. The new benefits provided for the 
higher paid workers are as generous as those 
which they would receive under the state systems 
while those granted the lower paid workers are 
appreciably more generous. This is shown by the 
following scale of benefits which are to be paid 
after a waiting period of one week and which as 
will be seen are based upon the total earnings 
during the previous base year.^ 

By using days of unemployment as the basis of 
benefits instead of weeks of total or partial un- 
employment, the payment of benefits for partial 
unemployment was eliminated and administration 
was correspondingly simplified. Further simplifica- 
tion was also introduced by the abandonment of 

' See Public No. 722, 75th Congress, 3d Session (H.R. 10127). See also 
an article by W. J. Couper in the Social Security Bulletin y August, 1938, 
pp. 12-16. 
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merit rating. The author believes merit rating to 
be of dubious value for industry as a whole and it 
is certainly peculiarly inappropriate for the rail- 
ways, which have little individual control over the 
volume of their traffic and hence over the amount of 
employment which they can offer. 


Total compensa- 
tion during 
base year 

Daily benefit 
rate 

Semi-monthly 
benefit rate 

Maximum 
benefits during 
benefit years 

% 150-I199.99 

#1-75 

^14.00 

#140 

aoo- 474-99 

1.00 

16.00 

160 

475“ 749-99 

1.15 

18.00 

180 

750-1014.99 

1.50 

10.00 

100 

1015-1199.99 

^•75 

11.00 

110 

I1300 and over 

3.00 

14.00 

140 


5. The fVelfare Services 

The act has led to a very appreciable increase in 
the aid given for dependent children. By the end 
of 1937, there were thirty-eight states, together 
with Hawaii and the District of Columbia, which 
had plans approved by the Social Security Board. 
These provided grants in behalf of children who 
were in need through having lost a parent by 
death, desertion, or physical or mental incapacity. ‘ 
In these states, approximately 218,500 families 
were receiving such aid in January, 1938, and this 
was being paid in behalf of 542,000 children.* 

^ For an analysis of the state laws on this subject, see Characteristics of 
State Plans for Aid to Dependent Children^ December i, 1937 (Social Security 
Board), 19 pp. 

* Social Security Bulletin^ March, 1938 (Social Security Board), p. 50. 
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By May the total number of children who were 
thus aided had risen to 595,000. In other states 
such as Illinois, whose plans had not been approved 
as yet by the Social Security Board, there were 
additional numbers^ being aided under the state 
plans. The number of children who were aided 
by the federal grants had increased to the foregoing 
total from 226,000 in June, 1936, and 425,000 
in June, 1937. 

Since the total amount paid out for this purpose 
in January was $7,004,000, this meant the average 
monthly grant per family was $32.06, while the 
average per child was $12.92. The average number 
of children aided per family was almost precisely 
two and a half.^ 

As in the case of old age pensions, there are wide 
variations between the states both in the propor- 
tion aided and in the average size of the grants. 
So far as the proportions aided was concerned, the 
average number per 1,000 children under sixteen 
years in the country as a whole was nineteen. 
But this varied from four in North Dakota to 
forty in Maryland and Oklahoma, as is shown by 
Table XVIII.* 

It will be noticed that seven of the eight states 
with the highest ratios of aid for children were 
also among the twelve states with the highest 
ratios for old age pensions. 


^ Possibly reaching to nearly 40,000. 

* Or, to be exact, 2.49. 

^Public Assistance Statistics for December, 1937, pp. 16-17. 
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TABLE XVIII 

Proportion of Dependent Children Aided in January, 1938, to Total 
Number under Sixteen Years of Age, by States 


State 

Proportion 
of aided chiL 
dren per 
1,000 under 
16 years of 
age 

Maryland 

40 

Oklahoma 

40 

Idaho 

35 

Utah 

34 

Washington 

34 

Louisiana 

33 

Arizona 

31 

Colorado 

29 

District of Columbia.. . 

29 

Indiana 

V 

Wisconsin 

V 

New Mexico 

26 

Montana 


Nebraska 

24 

West Virginia 

24 

New Jersey 

22 

Wyoming 

22 

Tennessee 

21 

California 

20 

Michigan 

20 


State 

Proportion 
of aided chil- 
dren per 
1,000 under 
16 years of 
age 

Arkansas 

19 

New York 

18 

Hawaii 

18 

Delaware 

16 

Minnesota 

16 

Ohio 

16 

Alabama 

15 

Pennsylvania 

15 

Maine 

14 

Kansas 

13 

Rhode Island 

13 

North Carolina 

10 

Oregon 

10 

Georgia 

8 

New Hampshire 

8 

South Carolina 

7 

Vermont 

7 

North Dakota 

4 

Average for all 
states 

19 


So far as the sizes of the grants were concerned, 
these varied on a family basis from $10.40 in 
Arkansas to $61.16 in Massachusetts. Six states, 
Alabama, Arkansas, North Carolina, Oklahoma, 
Tennessee and Vermont, paid family grants that 
ranged between $10 and $20 per month. Ten 
states^ gave grants that were between $20 and $30; 


* I.e., Georgia, Idaho, Indiana, Kansas, Louisiana, New Jersey, New 
Mexico, South Carolina, Washington and West Virginia. 
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and seventeen,^ between $30 and ^40. Two juris- 
dictions, namely, the District of Columbia and 
New York, paid between $40 and ^50 a month; 
while one, Rhode Island, paid between I50 and $60. 
One only, Massachusetts, paid more than $60. 

A study in 1937 by the Security Board of some 
163,000 children receiving such aid showed that 
only about one-sixth were living with both parents; 

per cent were living with their fathers alone, 
and about 6 per cent with relatives other than 
parents. Approximately 74 per cent were living 
with their mothers alone. Of the mothers in this 
last group, six-tenths were widowed, and a quarter 
were deserted, divorced, or separated. In about a 
twelfth of these cases, the husbands were in hos- 
pitals or in penal or correctional institutions. Sum- 
ming up all of the cases, it appears that in slightly 
more than half the cases the aid was given because 
of the death of a parent, in about a quarter of the 
cases because of a continuing absence from home on 
the part of the parent, and in approximately a fifth 
because of the mental or physical incapacity of the 
parent.* 

It is apparent that the average grants for such 
children are still insufficient, since the cost of 
maintenance is very appreciably in excess of the 
amounts paid. It would seem wise, therefore, 
(«) to raise the maximum limits of Ji8 and $12 a 
month, respectively, for which the federal govern- 

1 1.C., Arizona, California, Colorado, Delaware, Hawaii, Maine, Maryland, 
Michigan, Minnesota, New Hampshire, North Dakota, Ohio, Oregon, Penn- 
sylvania, Utah, Wisconsin and Wyoming. 

* Second Annual Report of the Social Security Board. 
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ment will share the expense; and (^) to raise the 
share of the federal government from one- third 
to an average of one-half. It is also desirable to 
construct a flexible apportionment formula which 
will enable a larger share of federal aid to go to the 
poorer than to the richer states. 

Aid to the blind was also being given in January, 
1938, to 44,800 persons, with total monthly grants 
of |i, 145,000. This meant a monthly average of 
$25.54. There were thirty-nine jurisdictions with 
approved systems at that time, with the usual 
wide variations between states. Thus, the average 
monthly grant ranged from $9.11 in Arkansas to 
$48.06 in California. The average number thus 
aided per 100,000 population was 45 for the 
country as a whole, but the Florida rate was only 8, 
and the Michigan rate ii, as compared with a rate 
of 109 in Pennsylvania and 130 in Maine. In 
addition, it is estimated that there were an appreci- 
able number of blind persons who were being 
aided in states whose plans had not yet received 
federal approval. 

It will be remembered that the Children’s 
Bureau of the Department of Labor was made 
responsible for (i) maternal and child health serv- 
ices, (2) services for crippled children, and (3) 
child welfare services. All of the states have now 
approved plans for carrying out the first of these 
programs; all but one (Louisiana) are operating 
under approved plans for the second, and all but 
two (Arizona and Wyoming) for the third. During 
the fiscal year of 1936-1937, the federal grants to 
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the states for maternal and child health which had 
to be matched amounted to ^2, 380,000, while 
$745,000 was also given in unmatched grants. A 
wide range of work was conducted with these 
moneys. Thus, physicians were assigned to 205 
counties, and nearly 2,800 public health nurses were 
also employed. Over 2,900 maternal welfare centers 
were established, and prenatal nursing service was 
made available in 1,100 counties. In addition, 
$2,150,000 of federal funds were provided for 
crippled children, while special federal grants for 
child welfare totaled $1,200,000. 

Progress has also been made in the field of public 
health. The Surgeon-General apportioned 30.7 
per cent of the $8,000,000 of federal grants to the 
states according to the ratio of their population, 
and 38.6 per cent according to special health prob- 
lems. The states were asked at least to match those 
sums with grants of their money, and at least one- 
half of these sums were required to be newly appro- 
priated so that they would constitute net additions 
to the amounts raised by the states themselves. 
Finally, another 30.7 per cent was distributed 
among the states according to their relative finan- 
cial need. These sums did not have to be matched 
by the states. 

In the field of vocational rehabilitation, all of the 
jurisdictions except Delaware and Kansas had not 
only accepted the provisions of the federal act by 
July I, 1937, but had their programs in effect. 
Some 43,000 persons were receiving rehabilitation 
training and service at that time. 
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The following note suggests only a few of the more obvious 
works. It does not touch on references to European social 
insurance. For those who want a more adequate bibliography 
on unemployment insurance see my Standards of UnemDloy- 
ment Insurance ^ pp. 198-199; and a special bibliography 
compiled by the United States Bureau of Labor Statistics and 
published as Bulletin No. 61 1 of that organization. Unemploy- 
ment Insurance and Reserves in the United States (1935). 

I. General Books on Social Insurance 

Burns, Eveline M., Toward Social Whittlesey 

House, 1936. 

Rubinow, I. M., The ^uest for Security y Holt, 1934. 

Epstein, Abraham, second edition. Random 
House, 1936. 

Armstrong, Barbara N., Insuring the Essentialsy 
Macmillan, 1932. 

II. Unemployment Insurance 

Douglas, Paul H., and Director, Aaron, The 
Problem oj Unemploymenty Macmillan, 1931. 

Douglas, Paul H., Standards of Unemployment 
Insuranccy University of Chicago Press, 1933. 

Hansen, A. H., and Murray, M. G., Unemployment 
Reserves, University of Minnesota Press, 1933. 

Hansen, A. H., Murray, M. G., Stevenson, R. A., 
and Stewart, Bryce, A Program for Unemploy- 
ment Insurance, University of Minnesota Press, 1934. 

Elbert, R. G., Unemployment and Relief, 1934. 

Report of Ohio Commission on Unemployment Insur- 
ance, Columbus, 1932 and 1933, 2 vols. 

Hoar, R. S., Unemployment Insurance in Wisconsin, 
Stuart Press, Milwaukee, 1932. 

HI. Old Age Pensions 

Epstein, Abraham, Facing Old Age, Knopf, 1922. 

Epstein, Abraham, The Challenge of the Aged, Van- 
guard, 1928. 
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Latimer, Murray W., Industrial Pension Systemsy 
Industrial Relations Counsellors, 1933, vols. 

Rubinow, I. M., (editor). The Care of the Agedy 
University of Chicago Press, 1931. 

IV. The Federal Act 

Report to the President of the Committee on Economic 
Security y January 15, 1935. 

Supplement to the Report of the Committee on Economic 
Security, 

Hearings before the Committee on Finance y U. S. Senate, 
74th Congress, ist Session, on S. 1130, 1935. 

Hearings before the Committee on Ways and Means y 
House of Representatives, 74th Congress, ist 
Session, on H. R. 4120, 1935. 

Report of Senate Committee on Finance on H, R, 7260, 
74th Congress, ist Session, Report No. 628, 
Calendar 661 (1935). 

Hearings before Sub-committee of the Ways and Means 
CommitteCy House of Representatives, 73rd Con- 
gress, 2nd Session, 1934 (on Wagner-Lewis bill). 

Hearings before Sub-committee of the Committee of 
Labor y House of Representatives, 74th Congress, 
1st Session, on H. R. 2827 (1935) (Lundeen bill). 

V. Health Insurance 

Falk, I. S., Rorem, C. R,, and Ring, M. D., The 
Cost of Medical CarCy University of Chicago Press, 

1933- 

Davis, M. M., Paying Your Sickness Billsy University 
of Chicago Press, 1931. 

Simons, A. M., and Sinai, Nathan, The Way of 
Health Insurancey University of Chicago Press, 1932. 

For additional material see the annual volumes on Social 
Securityy 1928-1935, published by the American Association 
for Social Security; and also the monthly journal of that 
organization. See also the American Labor Legislation Review 
and The Survey, 

I434I 



BIBLIOGRAPHICAL NOTE 


Supplementary Bibliography for 1937-1938 

1 . Books 

Stewart, Maxwell S., Social Security ^ Norton, 1937. 

Norton, Thomas L., Old Age and the Social Security 
Acty Foster and Stewart, Buffalo, 1937. 

Wyatt, R. E., and Wandell, W. H., The Social 
Security Act in Operation^ Graphic Arts Press, 
Washington, 1937. 

Twentieth Century Fund, More Security for Old Age^ 

1937- 

American Association for Social Security, Social 
Security 1937 (contains papers delivered at 1937 
conference of this association). 

American Association for Social Security, Social 
Security 1938. 

Social Security Board, Social Security in America^ 
U.S. Printing Office, 1937 (contains staff reports to 
the original Government Committee on Economic 
Security). 

II. Administrative Studies 

Lansdale, R. T., and others. The Administration of 
Old Age Assistance in Three States y Public Adminis- 
tration Service, 1936. 

Matschek, Walter, Unemployment Compensation 
Administration in Wisco 7 isin and New Hampshire^ 
Public Administration Service, 1936. 

Matschek, Walter, and Atkinson, R. C., The 
Administration of Unemployment Compensation 
Benefits in IFisconsiny July i, Kj'^fr-June 30, 1937, 
Public Administration Service, 1937. 

III. Legal Analyses and Current Statistics 

Goldy, D. L., Trends in Unemployment Compensation^ 
1937, American Public Welfare Association. 

Goldy, D. L., Legislative Developments in Unemploy- 
ment Compensation y 1937, American Public Welfare 
Association. 
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Social Security Board, An Analysis of State Unem^ 
ployment Compensation LawSy U.S. Printing Office, 
1937 - 

Social Security Board, A Comparison of State Unem- 
ployment Compensation LawSy 1937. 

Social Security Board, Characteristics of State Plans 
for Old Age Assistancey 1938. 

Social Security Board, Characteristics of State Plans 
for Aid to the Blindy 1938. 

Social Security Board, Characteristics of State Plans 
for Aid to Dependent Children, 

Social Security Board, Social Security Bulletiny 
monthly. An invaluable current source. 

Social Security Board, Statistics of Public Assistance 
for the United States y monthly. 

U.S. Children’s Bureau, The Childy monthly. 

First and Second Annual Reports of the Social 
Security Board. 
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THE TEXT OF THE FEDERAL SOCIAL 
SECURITY ACT 

[Public — No. 271 — ^74™ Congress] 

[H. R. 7260] 

AN ACT 

To provide for the general welfare by establishing a system of Federal old>age 
benefits, and by enabling the several States to make more adequate provi- 
sion for aged persons, blind persons, dependent and crippled children, 
maternal and child welfare, public health, and the administration of their 
unemployment compensation laws; to establish a Social Security Board; 
to raise revenue; and for other purposes. 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled^ 

Title I — Grants to States for Old-age Assistance 

APPROPRIATION 

Section i. For the purpose of enabling each State to fur- 
nish financial assistance, as far as practicable under the 
conditions in such State, to aged needy individuals, there is 
hereby authorized to be appropriated for the fiscal year end- 
ing June 30, 1936, the sum of ?49, 750,000, and there is hereby 
authorized to be appropriated for each fiscal year thereafter 
a sum sufficient to carry out the purposes of this title. The 
sums made available under this section shall be used for 
making payments to States which have submitted, and had 
approved by the Social Security Board established by Title 
VII (hereinafter referred to as the “ Board ”)> State plans 
for old-age assistance. 


[437I 



APPENDIX 


STATE OLD-AGE ASSISTANCE PLANS 

Sec. 2. (a) A State plan for old-age assistance must (i) 
provide that it shall be in effect in all political subdivisions of 
the State, and, if administered by them, be mandatory upon 
them; (2) provide for financial participation by the State; 
(3) either provide for the establishment or designation of a 
single State agency to administer the plan, or provide for the 
establishment or designation of a single State agency to 
supervise the administration of the plan; (4) provide for 
granting to any individual, whose claim for old-age assistance 
is denied, an opportunity for a fair hearing before such State 
agency; (5) provide such methods of administration (other 
than those relating to selection, tenure of office, and com- 
pensation of personnel) as are found by the Board to be 
necessary for the efficient operation of the plan; (6) provide 
that the State agency will make such reports, in such form 
and containing such information, as the Board may from 
time to time require, and comply with such provisions as the 
Board may from time to time find necessary to assure the 
correctness and verification of such reports; and (7) provide 
that, if the State or any of its political subdivisions collects 
from the estate of any recipient of old-age assistance any 
amount with respect to old-age assistance furnished him 
under the plan, one-half of the net amount so collected shall 
be promptly paid to the United States. Any payment so 
made shall be deposited in the Treasury to the credit of the 
appropriation for the purposes of this title. 

(b) The Board shall approve any plan which fulfills the 
conditions specified in subsection (a), except that it shall not 
approve any plan which imposes, as a condition of eligibility 
for old-age assistance under the plan — 

(i) An age requirement of more than sixty-five years, 
except that the plan may impose, effective until January i, 
1940, an age requirement of as much as seventy years; 
or 
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(2) Any residence requirement which excludes any resi- 
dent of the State who has resided therein five years during 
the nine years immediately preceding the application for 
old-age assistance and has resided therein continuously 
for one year immediately preceding the application; or 

(3) Any citizenship requirement which excludes any 
citizen of the United States. 

PAYMENT TO STATES 

Sec. 3. (a) From the sums appropriated therefor, the Secre- 
tary of the Treasury shall pay to each State which has an 
approved plan for old-age assistance, for each quarter, begin- 
ning with the quarter commencing July i, 1935, (i) an 
amount, which shall be used exclusively as old-age assistance 
equal to one-half of the total of the sums expended during 
such quarter as old-age assistance under the State plan with 
respect to each individual who at the time of such expendi- 
ture is sixty-five years of age or older and is not an inmate of a 
public institution, not counting so much of such expenditure 
with respect to any individual for any month as exceeds $30, 
and (2) 5 per centum of such amount, which shall be used for 
paying the costs of administering the State plan or for old-age 
assistance, or both, and for no other purpose; Provided^ That 
the State plan, in order to be approved by the Board, need 
not provide for financial participation before July i, 1937 by 
the State, in the case of any State which the Board, upon 
application by the State and after reasonable notice and 
opportunity for hearing to the State, finds is prevented by its 
constitution from providing such financial participation. 

(b) The method of computing and paying such amounts 
shall be as follows: 

(i) The Board shall, prior to the beginning of each 
quarter, estimate the amount to be paid to the State for 
such quarter under the provisions of clause (i) of subsection 
(a), such estimate to be based on (A) a report filed by the 
State containing its estimate of the total sum to be ex- 
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pended in such quarter in accordance with the provisions 
of such clause, and stating the amount appropriated or 
made available by the State and its political subdivisions 
for such expenditures in such quarter, and if such amount is 
less than one-half of the total sum of such estimated ex- 
penditures, the source or sources from which the difference 
is expected to be derived, (B) records showing the number 
of aged individuals in the State, and (C) such other inves- 
tigation as the Board may find necessary. 

(2) The Board shall then certify to the Secretary of the 
Treasury the amount so estimated by the Board, reduced or 
increased, as the case may be, by any sum by which it finds 
that its estimate for any prior quarter was greater or less 
than the amount which should have been paid to the State 
under clause (i) of subsection (a) for such quarter, except 
to the extent that such sum has been applied to make the 
amount certified for any prior quarter greater or less than 
the amount estimated by the Board for such prior quarter. 

(3) The Secretary of the Treasury shall thereupon, 
through the Division of Disbursement of the Treasury 
Department and prior to audit or settlement by the Gen- 
eral Accounting Office, pay to the State, at the time or 
times fixed by the Board, the amount so certified, increased 
by 5 per centum. 

OPERATION OF STATE PLANS 

Sec. 4. In the case of any State plan for old-age assistance 
which has been approved by the Board, if the Board, after 
reasonable notice and opportunity for hearing to the State 
agency administering or supervising the administration of 
such plan, finds — 

(i) that the plan has been so changed as to impose any 
age, residence, or citizenship requirement prohibited by 
section 2 (b), or that in the administration of the plan any 
such prohibited requirement is imposed, with the knowl- 
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edge of such State agency, in a substantial number of 
cases; or 

(2) that in the administration of the plan there is a 
failure to comply substantially with any provision required 
by section 2 (a) to be included in the plan; 
the Board shall notify such State agency that further pay- 
ments will not be made to the State until the Board is satisfied 
that such prohibited requirement is no longer so imposed, 
and that there is no longer any such failure to comply. Until 
it is so satisfied it shall make no further certification to the 
Secretary of the Treasury with respect to such State. 

ADMINISTRATION 

Sec. 5. There is hereby authorized to be appropriated for 
the fiscal year ending June 30, 1936, the sum of ^250, 000, for 
all necessary expenses of the Board in administering the 
provisions of this title. 


DEFINITION 

Sec. 6. When used in this title the term “old-age assist- 
ance “ means money payments to aged individuals. 

Title II — Federal Old-age Benefits 
old-age reserve account 

Section 201. (a) There is hereby created an account in the 
Treasury of the United States to be known as the “Old-Age 
Reserve Account'’ hereinafter in this title called the “Ac- 
count”. There is hereby authorized to be appropriated to the 
Account for each fiscal year, beginning with the fiscal year 
ending June 30, 1937, an amount sufficient as an annual 
premium to provide for the payments required under this 
title, such amount to be determined on a reserve basis in 
accordance with accepted actuarial principles, and based 
upon such tables of mortality as the Secretary of the Treasury 
shall from time to time adopt, and upon an interest rate of 
3 per centum per annum compounded annually. The Secre- 
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tary of the Treasury shall submit annually to the Bureau of 
the Budget an estimate of the appropriations to be made to 
the Account. 

(b) It shall be the duty of the Secretary of the Treasury to 
invest such portion of the amounts credited to the Account 
as is not, in his judgment, required to meet current with- 
drawals. Such investment may be made only in interest- 
bearing obligations of the United States or in obligations 
guaranteed as to both principal and interest by the United 
States. For such purpose such obligations may be acquired 
(i) on original issue at par, or (2) by purchase of outstanding 
obligations at the market price. The purposes for which obli- 
gations of the United States may be issued under the Second 
Liberty Bond Act, as amended, are hereby extended to 
authorize the issuance at par of special obligations exclusively 
to the Account. Such special obligations shall bear interest 
at the rate of 3 per centum per annum. Obligations other than 
such special obligations may be acquired for the Account 
only on such terms as to provide an investment yield of not 
less than 3 per centum per annum. 

(c) Any obligations acquired by the Account (except special 
obligations issued exclusively to the Account) may be sold at 
the market price, and such special obligations may be re- 
deemed at par plus accrued interest. 

(d) The interest on, and the proceeds from the sale or 
redemption of, any obligations held in the Account shall be 
credited to and form a part of the Account. 

(e) All amounts credited to the Account shall be available 
for making payments required under this title. 

(f) The Secretary of the Treasury shall include in his annual 
report the actuarial status of the Account. 

OLD-AGE BENEFIT PAYMENTS 

Sec. 202. (a) Every qualified individual (as defined in sec- 
tion 210) shall be entitled to receive, with respect to the 
period beginning on the date he attains the age of sixty-five, 
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or on January i, 1942, whichever is the later, and ending on 
the date of his death, an old-age benefit (payable as nearly 
as practicable in equal monthly installments) as follows: 

(1) If the total wages (as defined in section 210) deter- 
mined by the Board to have been paid to him, with respect 
to employment (as defined in section 210) after December 
3 ^y ^93^> before he attained the age of sixty-five, were 
not more than ?3,ooo, the old-age benefit shall be at a 
monthly rate of one-half of i per centum of such total 
wages; 

(2) If such total wages were more than $3,000, the old- 
age benefit shall be at a monthly rate equal to the sum of 
the following: 

(A) One-half of i per centum of $3,000; plus 

(B) One-twelfth of i per centum of the amount by 
which such total wages exceeded $3,000 and did not 
exceed $45,000; plus 

(C) One-twenty-fourth of i per centum of the amount 
by which such total wages exceeded $45,000. 

(b) In no case shall the monthly rate computed under 
subsection (a) exceed $85. 

(c) If the Board finds at any time that more or less than the 
correct amount has theretofore been paid to any individual 
under this section, then, under regulations made by the 
Board, proper adjustments shall be made in connection with 
subsequent payments under this section to the same 
individual. 

(d) Whenever the Board finds that any qualified individual 
has received wages with respect to regular employment after 
he attained the age of sixty-five, the old-age benefit payable 
to such individual shall be reduced, for each calendar month 
in any part of which such regular employment occurred, by 
an amount equal to one month’s benefit. Such reduction 
shall be made, under regulations prescribed by the Board, by 
deductions from one or more payments of old-age benefit to 
such individual. 
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PAYMENTS UPON DEATH 

Sec. 203. (a) If any individual dies before attaining the age 
of sixty-five, there shall be paid to his estate an amount equal 
to centum of the total wages determined by the 

Board to have been paid to him, with respect to employment 
after December 31, 1936. 

(b) If the Board finds that the correct amount of the old- 
age benefit payable to a qualified individual during his life 
under section 202 was less than 3^^ per centum of the total 
wages by which such old-age benefit was measurable, then 
there shall be paid to his estate a sum equal to the amount, 
if any, by which such 3)^^ per centum exceeds the amount 
(whether more or less than the correct amount) paid to him 
during his life as old-age benefit. 

(c) If the Board finds that the total amount paid to a 
qualified individual under an old-age benefit during his life 
was less than the correct amount to which he was entitled 
under section 202, and that the correct amount of such old- 
age benefit was 33^-^ per centum or more of the total wages 
by which such old-age benefit was measurable, then there 
shall be paid to his estate a sum equal to the amount, if any, 
by which the correct amount of the old-age benefit exceeds 
the amount which was so paid to him during his life. 

PAYMENTS TO AGED INDIVIDUALS NOT QUALIFIED FOR BENEFITS 

Sec. 204. (a) There shall be paid in a lump sum to any 
individual who, upon attaining the age of sixty-five, is not a 
qualified individual, an amount equal to 3}^^ per centum of 
the total wages determined by the Board to have been paid 
to him, with respect to employment after December 31, 1936, 
and before he attained the age of sixty-five. 

(b) After any individual becomes entitled to any payment 
under subsection (a), no other payment shall be made under 
this title in any manner measured by wages paid to him, 
except that any part of any payment under subsection (a) 
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which is not paid to him before his death shall be paid to his 
estate. 

AMOUNTS OF $500 OR LESS PAYABLE TO ESTATES 

Sec. 205. If any amount payable to an estate under section 
203 or 204 is ^500 or less, such amount may, under regulations 
prescribed by the Board, be paid to the persons found by the 
Board to be entitled thereto under the law of the State in 
which the deceased was domiciled, without the necessity of 
compliance with the requirements of law with respect to the 
administration of such estate. 

OVERPAYMENTS DURING LIFE 

Sec. 206. If the Board finds that the total amount paid to a 
qualified individual under an old-age benefit during his life 
was more than the correct amount to which he was entitled 
under section 202, and was per centum or more of the 
total wages by which such old-age benefit was measurable, 
then upon his death there shall be repaid to the United States 
by his estate the amount, if any, by which such total amount 
paid to him during his life exceeds whichever of the following 
is the greater: (i) Such 3^^ per centum, or (2) the correct 
amount to which he was entitled under section 202. 

METHOD OF MAKING PAYMENTS 

Sec. 207. The Board shall from time to time certify to the 
Secretary of the Treasury the name and address of each per- 
son entitled to receive a payment under this title, the amount 
of such payment, and the time at which it should be made, 
and the Secretary of the Treasury through the Division of 
Disbursement of the Treasury Department, and prior to 
audit or settlement by the General Accounting Office, shall 
make payment in accordance with the certification by the 
Board. 


I445] 



APPENDIX 


ASSIGNMENT 

Sec. 2o8. The right of any person to any future payment 
under this title shall not be transferable or assignable, at 
law or in equity, and none of the moneys paid or payable or 
rights existing under this title shall be subject to execution, 
levy, attachment, garnishment, or other legal process, or 
to the operation of any bankruptcy or insolvency law. 

PENALTIES 

Sec. 2 og. Whoever in any application for any payment 
under this title makes any false statement as to any material 
fact, knowing such statement to be false, shall be fined not 
more than ^i,ooo or imprisoned for not more than one year 
or both. 


DEFINITIONS 

Sec. 210. When used in this title — 

(a) The term '‘wages’* means all remuneration for employ- 
ment, including the cash value of all remuneration paid in 
any medium other than cash; except that such term shall not 
include that part of the remuneration which, after remunera- 
tion equal to ^3,000 has been paid to an individual by an 
employer with respect to employment during any calendar 
year, is paid to such individual by such employer with 
respect to employment during such calendar year. 

(b) The term “employment” means any service, of what- 
ever nature, performed within the United States by an 
employee for his employer, except — 

(1) Agricultural labor; 

(2) Domestic service in a private home; 

(3) Casual labor not in the course of the employer’s 
trade or business; 

(4) Service performed as an officer or member of the crew 
of a vessel documented under the laws of the United States 
or of any foreign country; 
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(5) Service performed in the employ of the United States 
Government or of an instrumentality of the United States; 

(6) Service performed in the employ of a State, a political 
subdivision thereof, or an instrumentality of one or more 
States or political subdivisions; 

(7) Service performed in the employ of a corporation, 
community chest, fund, or foundation, organized and 
operated exclusively for religious, charitable, scientific, 
literary, or educational purposes, or for the prevention of 
cruelty to children or animals, no part of the net earnings 
of which inures to the benefit of any private shareholder or 
individual. 

(c) The term “qualified individual” means any individual 
with respect to whom it appears to the satisfaction of the 
Board that — 

(1) He is at least sixty-five years of age; and 

(2) The total amount of wages paid to him, with respect 
to employment after December 31, 1936, and before he 
attained the age of sixty-five, was not less than j2,ooo; and 

(3) Wages were paid to him, with respect to employment 
on some five days after December 31, 1936, and before he 
attained the age of sixty-five, each day being in a different 
calendar year. 

Title III — Grants to States for Unemployment 
Compensation Administration 

APPROPRIATION 

Sec. 301. For the purpose of assisting the States in the 
administration of their unemployment compensation laws, 
there is hereby authorized to be appropriated, for the fiscal 
year ending June 30, 1936, the sum of ^4,000,000, and for 
each fiscal year thereafter the sum of ^49,000,000, to be used 
as hereinafter provided. 

PAYMENTS TO STATES 

Sec. 302. (a) The Board shall from time to time certify to 
the Secretary of the Treasury for payment to each State 
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which has an unemployment compensation law approved by 
the Board under Title IX, such amounts as the Board deter- 
mines to be necessary for the proper administration of such 
law during the fiscal year in which such payment is to be 
made. The Board’s determination shall be based on (i) the 
population of the State; (2) an estimate of the number of 
persons covered by the State law and of the cost of proper 
administration of such law; and (3) such other factors as the 
Board finds relevant. The Board shall not certify for payment 
under this section in any fiscal year a total amount in excess 
of the amount appropriated therefor for such fiscal year. 

(b) Out of the sums appropriated therefor, the Secretary of 
the Treasury shall, upon receiving a certification under 
subsection (a), pay, through the Division of Disbursement of 
the Treasury Department and prior to audit or settlement 
by the General Accounting Office, to the State agency 
charged with the administration of such law the amount so 
certified. 


PROVISIONS OF STATE LAWS 

Sec. 303. (a) The Board shall make no certification for pay- 
ment to any State unless it finds that the law of such State, 
approved by the Board under Title IX, includes provisions 
for — 

(1) Such methods of administration (other than those 
relating to selection, tenure of office, and compensation of 
personnel) as are found by the Board to be reasonably cal- 
culated to insure full payment of unemployment com- 
pensation when due; and 

(2) Payment of unemployment compensation solely 
through public employment offices in the State or such 
other agencies as the Board may approve; and 

(3) Opportunity for a fair hearing, before an impartial 
tribunal, for all individuals whose claims for unemploy- 
ment compensation are denied; and 
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(4) The payment of all money received in the unemploy- 
ment fund of such State, immediately upon such receipt, to 
the Secretary of the Treasury to the credit of the 
Unemployment Trust Fund established by section 904; 
and 

(5) Expenditure of all money requisitioned by the State 
agency from the Unemployment Trust Fund, in the pay- 
ment of unemployment compensation, exclusive of ex- 
penses of administration; and 

(6) The making of such reports, in such form and con- 
taining such information, as the Board may from time to 
time require, and compliance with such provisions as the 
Board may from time to time find necessary to assure the 
correctness and verification of such reports; and 

(7) Making available upon request to any agency of the 
United States charged with the administration of public 
works or assistance through public employment, the name, 
address, ordinary occupation and employment status of 
each recipient of unemployment compensation, and a 
statement of such recipient’s rights to further compensa- 
tion under such law. 

(b) Whenever the Board, after reasonable notice and oppor- 
tunity for hearing to the State agency charged with the 
administration of the State law, finds that in the administra- 
tion of the law there is — 

(1) a denial, in a substantial number of cases, of unem- 
ployment compensation to individuals entitled thereto 
under such law; or 

(2) a failure to comply substantially with any provision 
specified in subsection (a); 

the Board shall notify such State agency that further pay- 
ments will not be made to the State until the Board is satisfied 
that there is no longer any such denial or failure to comply. 
Until it is so satisfied it shall make no further certification 
to the Secretary of the Treasury with respect to such 
State. 


[449] 



APPENDIX 


Title IV — Grants to States for Aid to Dependent 

Children 

APPROPRIATION 

Section 401. For the purpose of enabling each State to 
furnish financial assistance, as far as practicable under the 
conditions in such State, to needy dependent children, there 
is hereby authorized to be appropriated for the fiscal year 
ending June 30, 1936, the sum of ^24,750,000, and there is 
hereby authorized to be appropriated for each fiscal year 
thereafter a sum sufficient to carry out the purposes of this 
title. The sums made available under this section shall be 
used for making payments to States which have submitted, 
and had approved by the Board, State plans for aid to 
dependent children. 

state PLANS FOR AID TO DEPENDENT CHILDREN 

Sec, 402. (a) A State plan for aid to dependent children 
must (i) provide that it shall be in effect in all political sub- 
divisions of the State, and, if administered by them, be 
mandatory upon them; (2) provide for financial partici- 
pation by the State; (3) either provide for the establishment 
or designation of a single State agency to administer the 
plan, or provide for the establishment or designation of a 
single State agency to supervise the administration of the 
plan; (4) provide for granting to any individual, whose claim 
with respect to aid to a dependent child is denied, an oppor- 
tunity for a fair hearing before such State agency; (5) pro- 
vide such methods of administration (other than those 
relating to selection, tenure of office, and compensation of 
personnel) as are found by the Board to be necessary for 
the efficient operation of the plan; and (6) provide that the 
State agency will make such reports, in such form and con- 
taining such information, as the Board may from time to 
time require, and comply with such provisions as the Board 
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may from time to time find necessary to assure the correct- 
ness and verification of such reports. 

(b) The Board shall approve any plan which fulfills the 
conditions specified in subsection (a), except that it shall not 
approve any plan which imposes as a condition of eligibility 
for aid to dependent children, a residence requirement which 
denies aid with respect to any child residing in the State (i) 
who has resided in the State for one year immediately pre- 
ceding the application for such aid, or (2) who was born 
within the State within one year immediately preceding the 
application, if its mother has resided in the State for one 
year immediately preceding the birth. 

PAYMENT TO STATES 

Sec. 403. (a) From the sums appropriated therefor, the 
Secretary of the Treasury shall pay to each State which has 
an approved plan for aid to dependent children, for each 
quarter, beginning with the quarter commencing July i, 
1935, an amount, which shall be used exclusively for carrying 
out the State plan, equal to one-third of the total of the 
sums expended during such quarter under such plan, not 
counting so much of such expenditure with respect to any 
dependent child for any month as exceeds $18, or if there 
is more than one dependent child in the same home, as 
exceeds for any month with respect to one such depend- 
ent child and ^ 12 for such month with respect to each of the 
other dependent children. 

(b) The method of computing and paying such amounts 
shall be as follows: 

(i) The Board shall, prior to the beginning of each 
quarter, estimate the amount to be paid to the State for 
such quarter under the provisions of subsection (a), such 
estimate to be based on (A) a report filed by the State 
containing its estimate of the total sum to be expended 
in such quarter in accordance with the provisions of such 
subsection and stating the amount appropriated or made 
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available by the State and its political subdivisions for 
such expenditures in such quarter, and if such amount is 
less than two-thirds of the total sum of such estimated 
expenditures, the source or sources from which the differ- 
ence is expected to be derived, (B) records showing the 
number of dependent children in the State, and (C) such 
other investigation as the Board may find necessary. 

(2) The Board shall then certify to the Secretary of the 
Treasury the amount so estimated by the Board, reduced or 
increased, as the case may be, by any sum by which it finds 
that its estimate for any prior quarter was greater or less 
than the amount which should have been paid to the State 
for such quarter, except to the extent that such sum has 
been applied to make the amount certified for any prior 
quarter greater or less than the amount estimated by the 
Board for such prior quarter. 

(3) The Secretary of the Treasury shall thereupon, 
through the Division of Disbursement of the Treasury 
Department and prior to audit or settlement by the 
General Accounting Office, pay to the State, at the time 
or times fixed by the Board, the amount so certified. 

OPERATION OF STATE PLANS 

Sec. 404. In the case of any State plan for aid to dependent 
children which has been approved by the Board, if the Board, 
after reasonable notice and opportunity for hearing to the 
State agency administering or supervising the administration 
of such plan, finds — 

(1) that the plan has been so changed as to impose any 
residence requirement prohibited by section 402 (b), or 
that in the administration of the plan any such prohibited 
requirement is imposed, with the knowledge of such 
State agency, in a substantial number of cases; or 

(2) that in the administration of the plan there is a 
failure to comply substantially with any provision required 
by section 402 (a) to be included in the plan; 
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the Board shall notify such State agency that further pay- 
ments will not be made to the State until the Board is satis- 
fied that such prohibited requirement is no longer so imposed, 
and that there is no longer any such failure to comply. Until 
it is so satisfied it shall make no further certification to the 
Secretary of the Treasury with respect to such State. 

ADMINISTRATION 

Sec. 405. There is hereby authorized to be appropriated 
for the fiscal year ending June 30, 1936, the sum of ^250,000 
for all necessary expenses of the Board in administering the 
provisions of this title. 


DEFINITIONS 

Sec. 406. When used in this title — 

(a) The term “dependent child*' means a child under the 
age of sixteen who has been deprived of parental support 
or care by reason of the death, continued absence from the 
home, or physical or mental incapacity of a parent, and who 
is living with his father, mother, grandfather, grandmother, 
brother, sister, stepfather, stepmother, stepbrother, step- 
sister, uncle, or aunt, in a place of residence maintained by 
one or more of such relatives as his or their own home; 

(b) The term “aid to dependent children** means money 
payments with respect to a dependent child or dependent 
children. 

Title V — Grants to States for Maternal and Child 

Welfare 

Part I — Maternal and Child Health Services 
appropriation 

Section 501. For the purpose of enabling each State to 
extend and improve, as far as practicable under the con- 
ditions in such State, services for promoting the health of 
mothers and children, especially in rural areas and in areas 
suffering from severe economic distress, there is hereby 
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authorized to be appropriated for each fiscal year, beginning 
with the fiscal year ending June 30, 1936, the sum of 3^3,800,- 
000. The sums made available under this section shall be 
used for making payments to States which have submitted, 
and had approved by the Chief of the Children’s Bureau, 
State plans for such services. 

ALLOTMENTS TO STATES 

Sec. 50a. (a) Out of the sums appropriated pursuant to 
section 501 for each fiscal year the Secretary of Labor shall 
allot to each State $10,000, and such part of $1,800,000 as 
he finds that the number of live births in such State bore to 
the total number of live births in the United States, in the 
latest calendar year for which the Bureau of the Census has 
available statistics. 

(b) Out of the sums appropriated pursuant to section 501 
for each fiscal year the Secretary of Labor shall allot to the 
States $980,000 (in addition to the allotments made under 
subsection (a)), according to the financial need of each State 
for assistance in carrying out its State plan, as determined 
by him after taking into consideration the number of live 
births in such State. 

(c) The amount of any allotment to a State under sub- 
section (a) tor any fiscal year remaining unpaid to such 
State at the end of such fiscal year shall be available for 
payment to such State under section 504 until the end of 
the second succeeding fiscal year. No payment to a State 
under section 504 shall be made out of its allotment for any 
fiscal year until its allotment for the preceding fiscal year 
has been exhausted or has ceased to be available. 

APPROVAL OF STATE PLANS 

Sec. 503. (a) A State plan for maternal and child-health 
services must (i) provide for financial participation by the 
State; (a) provide for the administration of the plan by the 
State health agency or the supervision of the administration 
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of the plan by the State health agency; (3) provide such 
methods of administration (other than those relating to 
selection, tenure of office, and compensation of personnel) 
as are necessary tor the efficient operation of the plan; (4) 
provide that the State health agency will make such reports, 
in such form and containing such information, as the Secre- 
tary of Labor may from time to time require, and comply 
with such provisions as he may from time to time find neces- 
sary to assure the correctness and verification of such reports; 
(5) provide for the extension and improvement of local 
maternal and child-health services administered by local 
child-health units; (6) provide for cooperation with medical, 
nursing, and welfare groups and organizations; and (7) pro- 
vide for the development of demonstration services in needy 
areas and among groups in special need. 

(b) The Chief of the Children’s Bureau shall approve any 
plan which fulfills the conditions specified in subsection (a) 
and shall thereupon notify the Secretary of Labor and the 
State health agency of his approval. 

PAYMENT OF STATES 

Sec. 504. (a) From the sums appropriated therefor and the 
allotments available under section 502 (a), the Secretary 
of the Treasury shall pay to each State which has an approved 
plan for maternal and child-health services, for each quarter, 
beginning with the quarter commencing July i, I 935 > 
amount, which shall be used exclusively for carrying out 
the State plan, equal to one-half of the total sum expended 
during such quarter for carrying out such plan. 

(b) The method of computing and paying such amounts 
shall be as follows: 

(i) The Secretary of Labor shall, prior to the beginning 
of each quarter, estimate the amount to be paid to the 
State for such quarter under the provisions of sub- 
section (a), such estimate to be based on (A) a report filed 
by the State containing its estimate of the total sum to 
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be expended in such quarter in accordance with the pro- 
visions of such subsection and stating the amount appro- 
priated or made available by the State and its political 
subdivisions for such expenditures in such quarter, and if 
such amount is less than one-half of the total sum of such 
estimated expenditures, the source or sources from which 
the difference is expected to be derived, and (B) such 
investigation as he may find necessary. 

(2) The Secretary of Labor shall then certify the amount 
so estimated by him to the Secretary of the Treasury, 
reduced or increased, as the case may be, by any sum by 
which the Secretary of Labor finds that his estimate for any 
prior quarter was greater or less than the amount which 
should have been paid to the State for such quarter, except 
to the extent that such sum has been applied to make the 
amount certified tor any prior quarter greater or less than 
the amount estimated by the Secretary of Labor for such 
prior quarter. 

(3) The Secretary of the Treasury shall thereupon, 
through the Division of Disbursement of the Treasury 
Department and prior to audit or settlement by the Gen- 
eral Accounting Office, pay to the State, at the time or 
times fixed by the Secretary of Labor, the amount so 
certified. 

(c) The Secretary of Labor shall from time to time certify 
to the Secretary of the Treasury the amounts to be paid to 
the States from the allotments available under section 
502 (b), and the Secretary of the Treasury shall, through 
the Division of Disbursement of the Treasury Department 
and prior to audit or settlement by the General Accounting 
Office, make payments of such amounts from such allotments 
at the time or times specified by the Secretary of Labor. 

OPERATION OF STATE PLANS 

Sec. 505. In the case of any State plan for maternal and 
child-health services which has been approved by the Chief 
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of the Children’s Bureau, if the Secretary of Labor, after 
reasonable notice and opportunity for hearing to the 
State agency administering or supervising the administra- 
tion of such plan, finds that in the administration of the 
plan there is a failure to comply substantially with any 
provision required by section 503 to be included in the plan, 
he shall notify such State agency that further payments 
will not be made to the State until he is satisfied that there 
is no longer any such failure to comply. Until he is so satisfied 
he shall make no further certification to the Secretary of 
the Treasury with respect to such State. 

Part 2 — Services Jor Crippled Children 

APPROPRIATION 

Sec. 51 1. For the purpose of enabling each State to extend 
and improve (especially in rural areas and in areas suffering 
from severe economic distress), as far as practicable under 
the conditions in such State, services for locating crippled 
children, and for providing medical, surgical, corrective, and 
other services and care, and facilities for diagnosis, hospitali- 
zation, and aftercare, for children who are crippled or who 
are suffering from conditions which lead to crippling, there is 
hereby authorized to be appropriated for each fiscal year, 
beginning with the fiscal year ending June 30, 1936, the sum 
of ^2,8 50,000. The sums made available under this section 
shall be used for making payments to States which have 
submitted, and had approved by the Chief of the Children’s 
Bureau, State plans for such services. 

ALLOTMENTS TO STATES 

Sec. 512. (a) Out of the sums appropriated pursuant to 
section 51 1 for each fiscal year the Secretary of Labor shall 
allot to each State ^20,000, and the remainder to the States 
according to the need of each State as determined by him 
after taking into consideration the number of crippled 
children in such State in need of the services referred to in 
section 51 1 and the cost of furnishing such services to them. 
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(b) The amount of any allotment to a State under sub- 
section (a) for any fiscal year remaining unpaid to such 
State at the end of such fiscal year shall be available for 
payment to such State under section 514 until the end of 
the second succeeding fiscal year. No payment to a State 
under section 514 shall be made out of its allotment for any 
fiscal year until its allotment for the preceding fiscal year 
has been exhausted or has ceased to be available. 

APPROVAL OF STATE PLANS 

Sec. 513. (a) A State plan for services for crippled children 
must (i) provide for financial participation by the State; 
(2) provide for the administration of the plan by a State 
agency or the supervision of the administration of the plan 
by a State agency; (3) provide such methods of administra- 
tion (other than those relating to selection, tenure of office, 
and compensation of personnel) as are necessary for the 
efficient operation of the plan; (4) provide that the State 
agency will make such reports, in such form and containing 
such information, as the Secretary of Labor may from time 
to time require, and comply with such provisions as he may 
from time to time find necessary to assure the correctness and 
verification of such reports; (5) provide for carrying out the 
purposes specified in section 51 1; and (6) provide for coopera- 
tion with medical, health, nursing, and welfare groups and 
organizations and with any agency in such State charged 
with administering State laws providing for vocational 
rehabilitation of physically handicapped children. 

(b) The Chief of the Children’s Bureau shall approve any 
plan which fulfills the conditions specified in subsection (a) 
and shall thereupon notify the Secretary of Labor and the 
State agency of his approval. 

PAYMENT TO STATES 

Sec. 514. (a) From the sums appropriated therefor and 
the allotments available under section 512, the Secretary of 
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the Treasury shall pay to each State which has an approved 
plan for services for crippled children, for each quarter, 
beginning with the quarter commencing July i, 1935, an 
amount, which shall be used exclusively for carrying out the 
State plan, equal to one-half of the total sum expended 
during such quarter for carrying out such plan. 

(b) The method of computing and paying such amounts 
shall be as follows: 

(1) The Secretary of Labor shall, prior to the beginning 
of each quarter, estimate the amount to be paid to the 
State for such quarter under the provisions of subsection 
(a), such estimate to be based on (A) a report filed by the 
State containing its estimate of the total sum to be ex- 
pended in such quarter in accordance with the provisions 
of such subsection and stating the amount appropriated 
or made available by the State and its political subdivisions 
for such expenditures in such quarter, and if such amount 
is less than one-half of the total sum of such estimated 
expenditures, the source or sources from which the differ- 
ence is expected to be derived, and (B) such investigation 
as he may find necessary. 

(2) The Secretary of Labor shall then certify the amount 
so estimated by him to the Secretary of the Treasury, 
reduced or increased, as the case may be, by any sum by 
which the Secretary of Labor finds that his estimate for 
any prior quarter was greater or less than the amount 
which should have been paid to the State for such quarter, 
except to the extent that such sum has been applied to 
make the amount certified for any prior quarter greater 
or less than the amount estimated by the Secretary of 
Labor for such prior quarter. 

(3) The Secretary of the Treasury shall thereupon, 
through the Division of Disbursement of the Treasury 
Department and prior to audit or settlement by the 
General Accounting Office, pay to the State, at the time 
or times fixed by the Secretary of Labor, the amount so 
certified. 
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OPERATION OF STATE PLANS 

Sec. 515. In the case of any State plan for services for 
crippled children which has been approved by the Chief of the 
Children’s Bureau, if the Secretary of Labor, after reasonable 
notice and opportunity for hearing to the State agency 
administering or supervising the administration of such plan, 
finds that in the administration of the plan there is a failure 
to comply substantially with any provision required by sec- 
tion 513 to be included in the plan, he shall notify such State 
agency that further payments will not be made to the State 
until he is satisfied that there is no longer any such failure to 
comply. Until he is so satisfied he shall make no further 
certification to the Secretary of the Treasury with respect to 
such State. 


Part 3 — Child-Welfare Services 

Sec, 521. (a) For the purpose of enabling the United States, 
through the Children’s Bureau, to cooperate with State 
public-welfare agencies in establishing, extending, and 
strengthening, especially in predominantly rural areas, 
public-welfare services (hereinafter in this section referred 
to as “child-welfare services”) for the protection and care of 
homeless, dependent, and neglected children, and children in 
danger of becoming delinquent, there is hereby authorized 
to be appropriated for each fiscal year, beginning with the 
fiscal year ending June 30, 1936, the sum of J 1,500,000. Such 
amount shall be allotted by the Secretary of Labor tor use 
by cooperating State public-welfare agencies on the basis of 
plans developed jointly by the State agency and the Chil- 
dren’s Bureau, to each State, 5fio,ooo, and the remainder to 
each State on the basis of such plans, not to exceed such part 
of the remainder as the rural population of such State bears 
to the total rural population of the United States. The 
amount so allotted shall be expended tor payment of part of 
the cost of district, county or other local child-welfare 
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services in areas predominantly rural, and for developing 
State services for the encouragement and assistance of 
adequate methods of community child-welfare organization 
in areas predominantly rural and other areas of special need. 
The amount of any allotment to a State under this section 
for any fiscal year remaining unpaid to such State at the end 
of such fiscal year shall be available for payment to such State 
under this section until the end of the second succeeding 
fiscal year. No payment to a State under this section shall be 
made out of its allotment for any fiscal year until its allotment 
for the preceding fiscal year has been exhausted or has ceased 
to be available. 

(b) From the sums appropriated therefor and the allot- 
ments available under subsection (a) the Secretary of Labor 
shall from time to time certify to the Secretary of the Treas- 
ury the amounts to be paid to the States, and the Secretary 
of the Treasury shall, through the Division of Disbursement 
of the Treasury Department and prior to audit or settlement 
by the General Accounting Office, make payments of such 
amounts from such allotments at the time or times specified 
by the Secretary of Labor. 

Part 4 — Vocational Rehabilitation 

Sec. 531. (a) In order to enable the United States to cooper- 
ate with the States and Hawaii in extending and strengthen- 
ing their programs of vocational rehabilitation of the 
physically disabled, and to continue to carry out the provi- 
sions and purposes of the Act entitled “An Act to provide for 
the promotion of vocational rehabilitation of persons disabled 
in industry or otherwise and their return to civil employ- 
ment,” approved June 2, 1920, as amended (U. S. C., title 29, 
ch. 4; U. S. C., Supp, VII, title 29, secs. 31, 32, 34, 35, 37, 39, 
and 40), there is hereby authorized to be appropriated for 
the fiscal years ending June 30, 1936, and June 30, 1937, the 
sum of ^841, 000 for each such fiscal year in addition to the 
amount of the existing authorization, and for each fiscal year 
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thereafter the sum of 11,938,000. Of the sums appropriated 
pursuant to such authorization for each fiscal year, $5,000 
shall be apportioned to the Territory of Hawaii and the 
remainder shall be apportioned among the several States in 
the manner provided in such Act of June 2, 1920, as amended. 

(b) For the administration of such Act of June 2, 1920, as 
amended, by the Federal agency authorized to administer it, 
there is hereby authorized to be appropriated for the fiscal 
years ending June 30, 1936, and June 30, 1937, the sum of 
$22,000 for each such fiscal year in addition to the amount of 
the existing authorization, and for each fiscal year thereafter 
the sum of $102,000. 

Part 5 — Administration 

Sec. 541. (a) There is hereby authorized to be appropriated 
for the fiscal year ending June 30, 1936, the sum of $425,000, 
for all necessary expenses of the Children’s Bureau in ad- 
ministering the provisions of this title, except section 531. 

(b) The Children’s Bureau shall make such studies and 
jj^yg3tig^tions as will promote the efficient administration of 
this title, except section 531. 

(c) The Secretary of Labor shall include in his annual report 
to Congress a full account of the administration of this title, 
except section 531. 

Title VI— Public Health Work 

APPROPRIATION 

Section 6oi. For the purpose of assisting States, counties, 
health districts, and other political subdivisions of the States 
in establishing and maintaining adecjuate public-health 
services, including the training of personnel for State and 
local health work, there is hereby authorized to be appro- 
priated for each fiscal year, beginning with the fiscal year 
ending June 30, 1936, the sum of $8,000,000 to be used as 
hereinafter provided. 
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STATE AND LOCAL PUBLIC HEALTH SERVICES 

Sec. 602. (a) The Surgeon General of the Public Health 
Service, with the approval of the Secretary of the Treasury, 
shall, at the beginning of each fiscal year, allot to the States 
the total of (i) the amount appropriated for such year pur- 
suant to section 601 ; and (2) the amounts of the allotments 
under this section for the preceding fiscal year remaining 
unpaid to the States at the end of such fiscal year. The 
amounts of such allotments shall be determined on the basis 
of (i) the population; (2) the special health problems; and 
(3) the financial needs; of the respective States. Upon making 
such allotments the Surgeon General of the Public Health 
Service shall certify the amounts thereof to the Secretary of 
the Treasury. 

(b) The amount of an allotment to any State under sub- 
section (a) for any fiscal year, remaining unpaid at the end 
of such fiscal year, shall be available for allotment to States 
under subsection (a) for the succeeding fiscal year, in addition 
to the amount appropriated for such year. 

(c) Prior to the beginning of each quarter of the fiscal year, 
the Surgeon General of the Public Health Service shall, with 
the approval of the Secretary of the Treasury, determine in 
accordance with rules and regulations previously prescribed 
by such Surgeon General after consultation with a conference 
of the State and Territorial health authorities, the amount to 
be paid to each State for such quarter from the allotment to 
such State, and shall certify the amount so determined to the 
Secretary of the Treasury. Upon receipt of such certification, 
the Secretary of the Treasury shall, through the Division of 
Disbursement of the Treasury Department and prior to 
audit or settlement by the General Accounting Office, pay in 
accordance with such certification. 

(d) The moneys so paid to any State shall be expended 
solely in carrying out the purposes specified in section 601, 
and in accordance with plans presented by the health author- 
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ity of such State and approved by the Surgeon General of 
the Public Health Service. 

INVESTIGATIONS 

Sec. 603. (a) There is hereby authorized to be appropriated 
for each fiscal year, beginning with the fiscal year ending 
June 30, 1936, the sum of ^2,000,000 for expenditure by the 
Public Health Service for investigation of disease and prob- 
lems of sanitation (including the printing and binding of the 
findings of such investigations), and for the pay and allow- 
ances and traveling expenses of personnel of the Public 
Health Service, including commissioned officers, engaged 
in such investigations or detailed to cooperate with the health 
authorities of any State in carrying out the purposes specified 
in section 601: Provided^ That no personnel of the Public 
Health Service shall be detailed to cooperate with the health 
authorities of any State except at the request of the proper 
authorities of such State. 

(b) The personnel of the Public Health Service paid from 
any appropriation not made pursuant to subsection (a) may 
be detailed to assist in carrying out the purposes of this title. 
The appropriation from which they are paid shall be reim- 
bursed from the appropriation made pursuant to subsection 
(a) to the extent of their salaries and allowances for services 
performed while so detailed. 

(c) The Secretary of the Treasury shall include in his 
annual report to Congress a full account of the administration 
of this title. 

Title VII — Social Security Board 

ESTABLISHMENT 

Section 701. There is hereby established a Social Security 
Board (in this Act referred to as the “Board*') to be com- 
posed of three members to be appointed by the President, by 
and with the advice and consent of the Senate. During his 
term of membership on the Board, no member shall engage 
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in any other business, vocation, or employment. Not more 
than two of the members of the Board shall be members of 
the same political party. Each member shall receive a salary 
at he rate of ^10,000 a year and shall hold office for a term 
of six years, except that (i) any member appointed to fill 
a vacancy occurring prior to the expiration of the term for 
which his predecessor was appointed, shall be appointed for 
the remainder of such term; and (2) the terms of office of the 
members first taking office after the date of the enactment of 
this Act shall expire, as designated by the President at the 
time of appointment, one at the end of two years, one at the 
end of four years, and one at the end of six years, after the 
date of the enactment of this Act. The President shall 
designate one of the members as the chairman of the Board. 

DUTIES OF SOCIAL SECURITY BOARD 

Sec. 702. The Board shall perform the duties imposed upon 
it by this Act and shall also have the duty of studying and 
making recommendations as to the most effective methods of 
providing economic security through social insurance, and 
as to legislation and matters of administrative policy con- 
cerning old-age pensions, unemployment compensation, 
accident compensation, and related subjects. 

EXPENSES OF THE BOARD 

Sec. 703. The Board is authorized to appoint and fix the 
compensation of such officers and employees, and to make 
such expenditures, as may be necessary for carrying out its 
functions under this Act. Appointments of attorneys and 
experts may be made without regard to the civil-service laws. 

REPORTS 

Sec. 704. The Board shall make a full report to Congress, at 
the beginning of each regular session, of the administration of 
the functions with which it is charged. 
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Title VIII — ^Taxes with Respect to Employment 

INCOME TAX ON EMPLOYEES 

Section 8oi. In addition to other taxes^ there shall be 
levied, collected, and paid upon the income of every indivi- 
dual a tax equal to the following percentages of the wages 
(as defined in section 8i i) received by him after December 31, 

1936, with respect to employment (as defined in section 81 1) 
after such date: 

(1) With respect to employment during the calendar years 

1937, 1938, and 1939, the rate shall be i per centum. 

(2) With respect to employment during the calendar years 
1940, 1941, and 1942, the rate shall be iH centum. 

(3) With respect to employment during the calendar years 
1943, 1944, and 1945, the rate shall be 2 per centum. 

(4) With respect to employment during the calendar years 
1946, 1947, and 1948, the rate shall be 23^^ per centum. 

(5) With respect to employment after December 31, 1948, 
the rate shall be 3 per centum. 

deduction of tax FROM WAGES 

Sec. 802. (a) The tax imposed by section 801 shall be col- 
lected by the employer of the taxpayer, by deducting the 
amount of the tax from the wages as and when paid. Every 
employer required so to deduct the tax is hereby made liable 
for the payment of such tax, and is hereby indemnified against 
the claims and demands of any person for the amount of any 
such payment made by such employer. 

(b) If more or less than the correct amount of tax imposed 
by section 801 is paid with respect to any wage payment, 
then, under regulations made under this title, proper adjust- 
ments, with respect both to the tax and the amount to be 
deducted, shall be made, without interest, in connection with 
subsequent wage payments to the same individual by the 
same employer. 
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DEDUCTIBILITY FROM INCOME TAX 

Sec. 803. For the purposes of the income tax imposed by 
Title I of the Revenue Act of 1934 or by any Act of Congress 
in substitution therefor, the tax imposed by section 801 shall 
not be allowed as a deduction to the taxpayer in computing 
his net income for the year in which such tax is deducted 
from his wages. 


EXCISE TAX ON EMPLOYERS 

Sec. 804. In addition to other taxes, every employer shall 
pay an excise tax, with respect to having individuals in his 
employ, equal to the following percentages of the wages 
(as defined in section 81 1) paid by him after December 31, 

1936, with respect to employment (as defined in section 81 1) 
after such date: 

(1) With respect to employment during the calendar years 

1937, 1938, and 1939, the rate shall be i per centum. 

(2) With respect to employment during the calendar years 
1940, 1941, and 1942, the rate shall be i per centum. 

(3) With respect to employment during the calendar years 
1943, 1944, and 1945, the rate shall be 2 per centum. 

(4) With respect to employment during the calendar years 
1946, 1947, and 1948, the rate shall be 2 }^^ per centum. 

(5) With respect to employment after December 31, 1948, 
the rate shall be 3 per centum. 

ADJUSTMENT OF EMPLOYERS* TAX 

Sec. 805. If more or less than the correct amount of tax 
imposed by section 804 is paid with respect to any wage pay- 
ment, then, under regulations made under this title, proper 
adjustments with respect to the tax shall be made, without 
interest, in connection with subsequent wage payments to 
the same individual by the same employer. 
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REFUNDS AND DEFICIENCIES 

Sec. 8o6. If more or less than the correct amount of tax 
imposed by section 8oi or 804 is paid or deducted with respect 
to any wage payment and the overpayment or underpayment 
of tax cannot be adjusted under section 80a (b) or 805 the 
amount of the overpayment shall be refunded and the 
amount of the underpayment shall be collected, in such 
manner and at such times (subject to the statutes of limita- 
tions properly applicable thereto) as may be prescribed by 
regulations made under this title. 

COLLECTION AND PAYMENT OF TAXES 

Sec. 807. (a) The taxes imposed by this title shall be col- 
lected by the Bureau of Internal Revenue under the direction 
of the Secretary of the Treasury and shall be paid into the 
Treasury of the United States as internal-revenue collections. 
If the tax is not paid when due, there shall be added as part 
of the tax interest (except in the case of adjustments made in 
accordance with the provisions of sections 802 (b) and 805) 
at the rate of one-half of i per centum per month from the 
date the tax became due until paid. 

(b) Such taxes shall be collected and paid in such manner, 
at such times, and under such conditions, not inconsistent 
with this title (either by making and filing returns, or by 
stamps, coupons, tickets, books, or other reasonable devices 
or methods necessary or helpful in securing a complete and 
proper collection and payment of the tax or in securing 
proper identification of the taxpayer), as may be prescribed 
by the Commissioner of Internal Revenue, with the approval 
of the Secretary of the Treasury. 

(c) All provisions of law, including penalties, applicable 
with respect to any tax imposed by section 600 or section 8cx) 
of the Revenue Act of 1926, and the provisions of section 607 
of the Revenue Act of 1934, shall, insofar as applicable and 
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not inconsistent with the provisions of this title, be applicable 
with respect to the taxes imposed by this title. 

(d) In the payment of any tax under this title a fractional 
part of a cent shall be disregarded unless it amounts to one- 
half cent or more, in which case it shall be increased to i cent. 

RULES AND REGULATIONS 

Sec. 8o8. The Commissioner of Internal Revenue, with the 
approval of the Secretary of the Treasury, shall make and 
publish rules and regulations for the enforcement of this title. 

SALE OF STAMPS BY POSTMASTERS 

Sec. 809. The Commissioner of Internal Revenue shall 
furnish to the Postmaster General without prepayment a 
suitable quantity of stamps, coupons, tickets, books, or other 
devices prescribed by the Commissioner under section 807 
for the collection or payment of any tax imposed by this title 
to be distributed to, and kept on sale by, all post offices of 
the first and second classes, and such post offices of the 
third and fourth classes as (i) are located in county seats, or 
(2) are certified by the Secretary of the Treasury to the Post- 
master General as necessary to the proper administration of 
this title. The Postmaster General may require each such 
postmaster to furnish bond in such increased amount as he 
may from time to time determine, and each such postmaster 
shall deposit the receipts from the sale of such stamps, 
coupons, tickets, books, or other devices, to the credit of, 
and render accounts to, the Postmaster General at such 
times and in such form as the Postmaster General may by 
regulations prescribe. The Postmaster General shall at least 
once a month transfer to the Treasury as internal-revenue 
collections all receipts so deposited together with a statement 
of the additional expenditures in the District of Columbia and 
elsewhere incurred by the Post Office Department in perform- 
ing the duties imposed upon said Department by this Act, 
and the Secretary of the Treasury is hereby authorized and 
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directed to advance from time to time to the credit of the 
Post Office Department from appropriations made for the 
collection of the taxes imposed by this title, such sums as 
may be required for such additional expenditures incurred 
by the Post Office Department. 

PENALTIES 

Sec. 8io. (a) Whoever buys, sells, offers for sale, uses, trans- 
fers, takes or gives in exchange, or pledges or gives in pledge, 
except as authorized in this title or in regulations made pur 
suant thereto, any stamp, coupon, ticket, book, or other 
device, prescribed by the Commissioner of Internal Revenue 
under section 807 for the collection or payment of any tax 
imposed by this title, shall be fined not more than J 1,000 or 
imprisoned for not more than six months, or both. 

(b) Whoever, with intent to defraud, alters, forges, makes, 
or counterfeits any stamp, coupon, ticket, book, or other 
device prescribed by the Commissioner of Internal Revenue 
under section 807 for the collection or payment of any tax 
imposed by this title, or uses, sells, lends, or has in his posses- 
sion any such altered, forged, or counterfeited stamp, coupon, 
ticket, book, or other device, or makes, uses, sells, or has in 
his possession any material in imitation of the material used 
in the manufacture of such stamp, coupon, ticket, book, or 
other device, shall be fined not more than ^5,000 or impris- 
oned not more than five years, or both. 

DEFINITIONS 

Sec. 81 1. When used in this title — 

(a) The term “wages'* means all remuneration for employ- 
ment, including the cash value of all remuneration paid in 
any medium other than cash; except that such term shall not 
include that part of the remuneration which, after remunera- 
tion equal to ^3,000 has been paid to an individual by an 
employer with respect to employment during any calendar 

[470] 



APPENDIX 


year, is paid to such individual by such employer with 
respect to employment during such calendar year. 

(b) The term “employment'' means any service, of what- 
ever nature, performed within the United States by an 
employee for his employer, except — 

(1) Agricultural labor; 

(2) Domestic service in a private home; 

(3) Casual labor not in the course of the employer’s trade 
or business; 

(4) Service performed by an individual who has attained 
the age of sixty-five; 

(5) Service performed as an officer or member of the 
crew of a vessel documented under the laws of the United 
States or of any foreign country; 

(6) Service performed in the employ of the United States 
Government or of an instrumentality of the United States; 

(7) Service performed in the employ of a State, a political 
subdivision thereof, or an instrumentality of one or more 
States or political subdivisions; 

(8) Service performed in the employ of a corporation, 
community chest, fund, or foundation, organized and 
operated exclusively for religious, charitable, scientific, 
literary, or educational purposes, or for the prevention of 
cruelty to children or animals, no part of the net earnings 
of which inures to the benefit of any private shareholder or 
individual. 

Title IX — Tax on Employers of Eight or More 

IMPOSITION OF TAX 

Section 901 . On and after January i , 1936, every employer 
(as defined in section 907) shall pay for each calendar year an 
excise tax, with respect to having individuals in his employ, 
equal to the following percentages of the total wages (as 
defined in section 907) payable by him (regardless of the 
time of payment) with respect to employment (as defined in 
section 907) during such calendar year: 
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(1) With respect to employment during the calendar year 

1936 the rate shall be i per centum; 

(2) With respect to employment during the calendar year 

1937 the rate shall be 2 per centum; 

(3) With respect to employment after December 31, 1937, 
the rate shall be 3 per centum. 

CREDIT AGAINST TAX 

Sec. 902. The taxpayer may credit against the tax imposed 
by section 901 the amount of contributions, with respect to 
employment during the taxable year, paid by him (before 
the date of filing his return for the taxable year) into an 
unemployment fund under a State law. The total credit 
allowed to a taxpayer under this section for all contributions 
paid into unemployment funds with respect to employment 
during such taxable year shall not exceed 90 per centum of 
the tax against which it is credited, and credit shall be 
allowed only for contributions made under the laws of States 
certified for the taxable year as provided in section 903. 

CERTIFICATION OF STATE LAWS 

Sec. 903. (a) The Social Security Board shall approve any 
State law submitted to it, within thirty days of such sub- 
mission, which it finds provides that — 

(1) All compensation is to be paid through public em- 
ployment offices in the State or such other agencies as the 
Board may approve; 

(2) No compensation shall be payable with respect to 
any day of unemployment occurring within two years 
after the first day of the first period with respect to which 
contributions are required; 

(3) All money received in the unemployment fund shall 
immediately upon such receipt be paid over to the Secre- 
tary of the Treasury to the credit of the Unemployment 
Trust Fund established by section 904; 

(4) All money withdrawn from the Unemployment 
Trust Fund by the State agency shall be used solely in the 
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payment of compensation, exclusive of expenses of 
administration; 

(5) Compensation shall not be denied in such State to 
any otherwise eligible individual for refusing to accept new 
work under any of the following conditions; (A) If the 
position offered is vacant due directly to a strike, lockout, 
or other labor dispute; (B) if the wages, hours, or other 
conditions of the work offered are substantially less favor- 
able to the individual than those prevailing for similar work 
in the locality; (C) if as a condition of being employed the 
individual would be required to join a company union or to 
resign from or refrain from joining any bona fide labor 
organization; 

(6) All the rights, privileges, or immunities conferred by 
such law or by acts done pursuant thereto shall exist sub- 
ject to the power of the legislature to amend or repeal 
such law at any time. 

The Board shall, upon approving such law, notify the 
Governor of the State of its approval. 

(b) On December 31 in each taxable year the Board shall 
certify to the Secretary of the Treasury each State whose law 
it has previously approved, except that it shall not certify 
any State which, after reasonable notice and opportunity for 
hearing to the State agency, the Board finds has changed its 
law so that it no longer contains the provisions specified in 
subsection (a) or has with respect to such taxable year failed 
to comply substantially with any such provision. 

(c) If, at any time during the taxable year, the Board has 
reason to believe that a State whose law it has previously 
approved, may not be certified under subsection (b), it shall 
promptly so notify the Governor of such State. 

UNEMPLOYMENT TRUST FUND 

Sec. 904. (a) There Is hereby established in the Treasury of 
the United States a trust fund to be known as the “Unem- 
ployment Trust Fund,** hereinafter in this title called the 
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“Fund.” The Secretary of the Treasury is authorized and 
directed to receive and hold in the Fund all moneys deposited 
therein by a State agency from a State unemployment fund. 
Such deposit may be made directly with the Secretary of the 
Treasury or with any Federal reserve bank or member bank 
of the Federal Reserve System designated by him for such 
purpose. 

(b) It shall be the duty of the Secretary of the Treasury to 
invest such portion of the Fund as is not, in his judgment, 
required to meet current withdrawals. Such investment may 
be made only in interest bearing obligations of the United 
States or in obligations guaranteed as to both principal and 
interest by the United States. For such purpose such obliga- 
tions may be acquired (i) on original issue at par, or (2) by 
purchase of outstanding obligations at the market price. 
The purposes for which obligations of the United States may 
be issued under the Second Liberty Bond Act, as amended, 
are hereby extended to authorize the issuance at par of special 
obligations exclusively to the Fund. Such special obligations 
shall bear interest at a rate equal to the average rate ot 
interest, computed as of the end of the calendar month next 
preceding the date of such issue, borne by all interest-bearing 
obligations of the United States then forming part of the 
public debt; except that where such average rate is not a 
multiple of one-eighth of i per centum, the rate of interest of 
such special obligations shall be the multiple of one-eighth 
of I per centum next lower than such average rate. Obliga- 
tions other than such special obligations may be acquired 
for the Fund only on such terms as to provide an investment 
yield not less than the yield which would be required in the 
case of special obligations if issued to the Fund upon the 
date of such acquisition. 

(c) Any obligations acquired by the Fund (except special 
obligations issued exclusively to the Fund) may be sold at the 
market price, and such special obligations may be redeemed 
at par plus accrued interest. 
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(d) The interest on, and the proceeds from the sale or re- 
demption of, any obligations held in the Fund shall be 
credited to and form a part of the Fund. 

(e) The Fund shall be invested as a single fund, but the 
Secretary of the Treasury shall maintain a separate book 
account for each State agency and shall credit quarterly on 
March 31, June 30, September 30, and December 31, of each 
year, to each account, on the basis of the average daily 
balance of such account, a proportionate part of the earnings 
of the Fund for the quarter ending on such date. 

(f) The Secretary of the Treasury is authorized and directed 
to pay out of the Fund to any State agency such amount as 
it may duly requisition, not exceeding the amount standing 
to the account of such State agency at the time of such 
payment. 

ADMINISTRATION, REFUNDS, AND PENALTIES 

Sec. 905. (a) The tax imposed by this title shall be col- 
lected by the Bureau of Internal Revenue under the direction 
of the Secretary of the Treasury and shall be paid into the 
Treasury of the United States as internal-revenue collections. 
If the tax is not paid when due, there shall be added as part 
of the tax interest at the rate of one-half of i per centum per 
month from the date the tax became due until paid. 

(b) Not later than January 31, next following the close of 
the taxable year, each employer shall make a return of the 
tax under this title for such taxable year. Each such return 
shall be made under oath, shall be filed with the collector of 
internal revenue for the district in which is located the 
principal place of business of the employer, or, if he has no 
principal place of business in the United States, then with the 
collector at Baltimore, Maryland, and shall contain such 
information and be made in such manner as the Commissioner 
of Internal Revenue, with the approval of the Secretary of 
the Treasury, may by regulations prescribe. All provisions of 
law (including penalties) applicable in respect to the taxes 
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imposed by section 600 of the Revenue Act of 1926, shall, 
insofar as not inconsistent with this title, be applicable in 
respect of the tax imposed by this title. The Commissioner 
may extend the time for filing the return of the tax imposed 
by this title, under such rules and regulations as he may 
prescribe with the approval of the Secretary of the Treasury, 
but no such extension shall be for more than sixty days. 

(c) Returns filed under this title shall be open to inspection 
in the same manner, to the same extent, and subject to the 
same provisions of law, including penalties, as returns made 
under Title II of the Revenue Act of 1926. 

(d) The taxpayer may elect to pay the tax in four equal 
installments instead of in a single payment, in which case the 
first installment shall be paid not later than the last day 
prescribed for the filing of returns, the second installment 
shall be paid on or before the last day of the third month, 
the third installment on or before the last day of the sixth 
month, and the fourth installment on or before the last day 
of the ninth month, after such last day. If the tax or any 
installment thereof is not paid on or before the last day of 
the period fixed for its payment, the whole amount of the 
tax unpaid shall be paid upon notice and demand from the 
collector. 

(e) At the request of the taxpayer the time for payment of 
the tax or any installment thereof may be extended under 
regulations prescribed by the Commissioner with the ap- 
proval of the Secretary of the Treasury, for a period not to 
exceed six months from the last day of the period prescribed 
for the payment of the tax or any installment thereof. The 
amount of the tax in respect of which any extension is granted 
shall be paid (with interest at the rate of one-half of i per 
centum per month) on or before the date of the expiration 
of the period of the extension. 

(0 In the payment of any tax under this title a fractional 
part of a cent shall be disregarded unless it amounts to one- 
half cent or more, in which case it shall be increased to i cent. 
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INTERSTATE COMMERCE 

Sec. 906. No person required under a State law to make 
payments to an unemployment fund shall be relieved from 
compliance therewith on the ground that he is engaged in 
interstate commerce, or that the State law does not distin- 
guish between employees engaged in interstate commerce 
and those engaged in intrastate commerce. 

DEFINITIONS 

Sec. 907. When used in this title — 

(a) The term “employer** does not include any person 
unless on each of some twenty days during the taxable year, 
each day being in a different calendar week, the total number 
of individuals who were in his employ for some portion of the 
day (whether or not at the same moment of time) was eight 
or more. 

(b) The term “wages’* means all remuneration for employ- 
ment, including the cash value of all remuneration paid in 
any medium other than cash. 

(c) The term “employment** means any service, of what- 
ever nature, performed within the United States by an em- 
ployee for his employer, except — 

(1) Agricultural labor; 

(2) Domestic service in a private home; 

(3) Service performed as an officer or member of the crew 
of a vessel on the navigable waters of the United States; 

(4) Service performed by an individual in the employ 
of his son, daughter, or spouse, and service performed by 
a child under the age of twenty-one in the employ of his 
father or mother; 

(5) Service performed in the employ of the United States 
Government or of an instrumentality of the United States; 

(6) Service performed in the employ of a State, a political 
subdivision thereof, or an instrumentality of one or more 
States or political subdivisions; 
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(7) Service performed in the employ of a corporation, 
community chest, fund, or foundation, organized and 
operated exclusively for religious, charitable, scientific, 
literary, or educational purposes, or for the prevention of 
cruelty to children or animals, no part of the net earnings 
of which inures to the benefit of any private shareholder or 
individual. 

(d) The term “State agency*’ means any State officer, 
board, or other authority, designated under a State law to 
administer the unemployment fund in such State. 

(e) The term “unemployment fund** means a special fund, 
established under a State law and administered by a State 
agency, for the payment of compensation. 

(0 The term “contributions** means payments required by 
a State law to be made by an employer into an unemployment 
fund, to the extent that such payments are made by him 
without any part thereof being deducted or deductible from 
the wages of individuals in his employ. 

(g) The term “compensation** means cash benefits payable 
to individuals with respect to their unemployment. 

RULES AND REGULATIONS 

Sec. 908. The Commissioner of Internal Revenue, with the 
approval of the Secretary of the Treasury, shall make and 
publish rules and regulations for the enforcement of this title, 
except sections 903, 904, and 910. 

ALLOWANCE OF ADDITIONAL CREDIT 

Sec. 909. (a) In addition to the credit allowed under sec- 
tion 902, a taxpayer may, subject to the conditions imposed 
by section 910, credit against the tax imposed by section 901 
for any taxable year after the taxable year 1937, an amount, 
with respect to each State law, equal to the amount, if any, 
by which the contributions, with respect to employment in 
such taxable year, actually paid by the taxpayer under such 
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law before the date of filing his return for such taxable year, 
is exceeded by whichever of the following is the lesser — 

(1) The amount of contributions which he would have 
been required to pay under such law for such taxable year 
if he had been subject to the highest rate applicable from 
time to time throughout such year to any employer under 
such law; or 

(2) Two and seven-tenths per centum of the wages pay- 
able by him with respect to employment with respect to 
which contributions for such year were required under 
such law. 

(b) If the amount of the contributions actually so paid by 
the taxpayer is less than the amount which he should have 
paid under the State law, the additional credit under sub- 
section (a) shall be reduced proportionately. 

(c) The total credits allowed to a taxpayer under this title 
shall not exceed 90 per centum of the tax against which such 
credits are taken. 

CONDITIONS OF ADDITIONAL CREDIT ALLOWANCE 

Sec. 910. (a) A taxpayer shall be allowed the additional 
credit under section 909, with respect to his contribution 
rate under a State law being lower, for any taxable year, than 
that of another employer subject to such law, only if the 
Board finds that under such law — 

(1) Such lower rate, with respect to contributions to a 
pooled fund, is permitted on the basis of not less than 
three years of compensation experience; 

(2) Such lower rate, with respect to contributions to a 
guaranteed employment account, is permitted only when 
his guaranty of employment was fulfilled in the preceding 
calendar year, and such guaranteed employment account 
amounts to not less than 7}^^ per centum of the total wages 
payable by him, in accordance with such guaranty, with 
respect to employment in such State in the preceding 
calendar year; 
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(3) Such lower rate, with respect to contributions to a 
separate reserve account, is permitted only when (A) com- 
pensation has been payable from such account throughout 
the preceding calendar year, and (B) such account amounts 
to not less than five times the largest amount of compensa- 
tion paid from such account within any one of the three 
preceding calendar years, and (C) such account amounts 
to not less than 73^^ per centum of the total wages payable 
by him (plus the total wages payable by any other em- 
ployers who may be contributing to such account) with 
respect to employment in such State in the preceding 
calendar year. 

(b) Such additional credit shall be reduced, if any contribu- 
tions under such law are made by such taxpayer at a lower 
rate under conditions not fulfilling the requirements of 
subsection (a), by the amount bearing the same ratio to 
such additional credit as the amount of contributions made 
at such lower rate bears to the total of his contributions 
paid for such year under such law, 

(c) As used in this section — 

(1) The term “reserve account*' means a separate 
account in an unemployment fund, with respect to an 
employer or group of employers, from which compensation 
is payable only with respect to the unemployment of 
individuals who were in the employ of such employer, or 
of one of the employers comprising the group. 

(2) The term “pooled fund” means an unemployment 
fund or any part thereof in which all contributions are 
mingled and undivided, and from which compensation is 
payable to all eligible individuals, except that to individ- 
uals last employed by employers with respect to whom 
reserve accounts are maintained by the State agency, it is 
payable only when such accounts are exhausted. 

(3) The term “guaranteed employment account** means 
a separate account, in an unemployment fund, of contribu- 
tions paid by an employer (or group of employers) 
who 
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(A) guarantees in advance thirty hours of wages for 
each of forty calendar weeks (or more, with one weekly 
hour deducted for each added week guaranteed) in 
twelve months, to all the individuals in his employ in 
one or more distinct establishments, except that any 
such individual’s guaranty may commence after a 
probationary period (included within twelve or less 
consecutive calendar weeks), and 

(B) gives security or assurance, satisfactory to the 
State agency, for the fulfillment of such guaranties, 

from which account compensation shall be payable with 
respect to the unemployment of any such individual whose 
guaranty is not fulfilled or renewed and who is otherwise 
eligible for compensation under the State law. 

(4) The term ‘'year of compensation experience,” as 
applied to an employer, means any calendar year through- 
out which compensation was payable with respect to any 
individual in his employ who became unemployed and 
was eligible for compensation. 

Title X — Grants to States for Aid to the Blind 

APPROPRIATION 

Section iooi. For the purpose of enabling each State to 
furnish financial assistance, as far as practicable under the 
conditions in such State, to needy individuals who are blind, 
there is hereby authorized to be appropriated for the fiscal 
year ending June 30, 1936, the sum of ^3 ,000,000, and there is 
hereby authorized to be appropriated for each fiscal year 
thereafter a sum sufficient to carry out the purposes of this 
title. The sums made available under this section shall be 
used for making payment to States which have submitted, 
and had approved by the Social Security Board, State plans 
for aid to the blind. 

STATE PLANS FOR AID TO THE BLIND 

Sec. 1002. (a) A State plan for aid to the blind must (i) 
provide that it shall be in effect in all political subdivisions 
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of the State, and, if administered by them, be mandatory 
upon them; (2) provide for financial participation by the 
State; (3) either provide for the establishment or designation 
of a single State agency to administer the plan, or provide 
for the establishment or designation of a single State agency 
to supervise the administration of the plan; (4) provide for 
granting to any individual, whose claim for aid is denied, 
an opportunity for a fair hearing before such State agency; (5) 
provide such methods of administration (other than those 
relating to selection, tenure of office, and compensation of 
personnel) as are found by the Board to be necessary for the 
efficient operation of the plan; (6) provide that the State 
agency will make such reports, in such form and containing 
such information, as the Board may from time to time re- 
quire, and comply with such provisions as the Board may 
from time to time find necessary to assure the correctness 
and verification of such reports; and (7) provide that no aid 
will be furnished any individual under the plan with respect 
to any period with respect to which he is receiving old-age 
assistance under the State plan approved under section 2 of 
this Act. 

(b) The Board shall approve any plan which fulfills the 
conditions specified in subsection (a), except that it shall not 
approve any plan which imposes, as a condition of eligibility 
for aid to the blind under the plan — 

(1) Any residence requirement which excludes any resi- 
dent of the State who has resided therein five years during 
the nine years immediately preceding the application for 
aid and has resided therein continuously for one year 
immediately preceding the application; or 

(2) Any citizenship requirement which excludes any 
citizen of the United States. 

PAYMENT TO STATES 

Sec. 1003. (a) From the sums appropriated therefor, the 
Secretary of the Treasury shall pay to each State which has 
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an approved plan for aid to the blind, for each quarter, 
beginning with the quarter commencing July i, 1935, (i) 
an amount, which shall be used exclusively as aid to the blind, 
equal to one-half of the total of the sums expended during 
such quarter as aid to the blind under the State plan with 
respect to each individual who is blind and is not an inmate 
of a public institution, not counting so much of such expendi- 
ture with respect to any individual for any month as exceeds 
$ 20 y and (2) 5 per centum of such amount, which shall be 
used for paying the costs of administering the State 
plan or tor aid to the blind, or both, and for no other 
purpose. 

(b) The method of computing and paying such amounts 
shall be as tollows: 

(1) The Board shall, prior to the beginning of each 
quarter, estimate the amount to be paid to the State for 
such quarter under the provisions of clause (i) of subsection 
(a), such estimate to be based on (A) a report filed by the 
State containing its estimate of the total sum to be ex- 
pended in such quarter in accordance with the provisions 
of such clause, and stating the amount appropriated or 
made available by the State and its political subdivisions 
for such expenditures in such quarter, and if such amount is 
less than one-half of the total sum of such estimated ex- 
penditures, the source or sources from which the difference 
is expected to be derived, (B) records showing the number 
of blind individuals in the State, and (C) such other 
investigation as the Board may find necessary. 

(2) The Board shall then certify to the Secretary of the 
Treasury the amount so estimated by the Board, reduced or 
increased, as the case may be, by any sum by which it 
finds that its estimate for any prior quarter was greater or 
less than the amount which should have been paid to the 
State under clause (i) of subsection (a) for such quarter, 
except to the extent that such sum has been applied to 
make the amount certified for any prior quarter greater 
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or less than the amount estimated by the Board for such 
prior quarter. 

(3) The Secretary of the Treasury shall thereupon, 
through the Division of Disbursement of the Treasury 
Department and prior to audit or settlement by the 
General Accounting Office, pay to the State, at the time 
or times fixed by the Board, the amount so certified, 
increased by 5 per centum. 

OPERATION OF STATE PLANS 

Sec. 1004. In the case of any State plan for aid to the blind 
which has been approved by the Board, if the Board, after 
reasonable notice and opportunity for hearing to the State 
agency administering or supervising the administration of 
such plan, finds — 

(1) that the plan has been so changed as to impose any 
residence or citizenship requirement prohibited by section 
1002 (b), or that in the administration of the plan any such 
prohibited requirement is imposed, with the knowledge of 
such State agency, in a substantial number of cases; or 

(2) that in the administration of the plan there is a 
failure to comply substantially with any provision required 
by section 1002 (a) to be included in the plan; 

the Board shall notify such State agency that further pay- 
ments will not be made to the State until the Board is satis- 
fied that such prohibited requirement is no longer so imposed, 
and that there is no longer any such failure to comply. Until 
it is so satisfied it shall make no further certification to the 
Secretary of the Treasury with respect to such State. 

ADMINISTRATION 

Sec. 1005. There is hereby authorized to be appropriated 
for the fiscal year ending June 30, 1936, the sum of ^30,000, 
for all necessary expenses of the Board in administering the 
provisions of this title. 
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DEFINITION 

Sec. 1006. When used in this title the term ‘‘aid to the 
blind*' means money payments to blind individuals. 

Title XI — General Provisions 

DEFINITIONS 

Section iioi. (a) When used in this Act — 

(1) The term “State” (except when used in section 531) 
includes Alaska, Hawaii, and the District of Columbia. 

(2) The term “United States” when used in a geographi- 
cal sense means the States, Alaska, Hawaii, and the District 
of Columbia. 

(3) The term “person” means an individual, a trust or 
estate, a partnership, or a corporation. 

(4) The term “corporation” includes associations, joint- 
stock companies, and insurance companies. 

(5) The term “shareholder” includes a member in an 
association, joint-stock company, or insurance company. 

(6) The term “employee” includes an officer of a 
corporation. 

(b) The terms “includes” and “including” when used in a 
definition contained in this Act shall not be deemed to exclude 
other things otherwise within the meaning of the term 
defined. 

(c) Whenever under this Act or any Act of Congress, or 
under the law of any State, an employer is required or per- 
mitted to deduct any amount from the remuneration of an 
employee and to pay the amount deducted to the United 
States, a State, or any political subdivision thereof, then for 
the purposes of this Act the amount so deducted shall be 
considered to have been paid to the employee at the time of 
such deduction. 

(d) Nothing in this Act shall be construed as authorizing 
any Federal official, agent, or representative, in carrying out 
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any of the provisions of this Act, to take charge of any child 
over the objection of either of the parents of such child, or 
of the person standing in loco parentis to such child. 

RULES AND REGULATIONS 

Sec. 1102. The Secretary of the Treasury, the Secretary of 
Labor, and the Social Security Board, respectively, shall make 
and publish such rules and regulations, not inconsistent with 
this Act, as may be necessary to the efficient administration 
of the functions with which each is charged under this Act. 

SEPARABILITY 

Sec. 1103. If any provision of this Act, or the application 
thereof to any person or circumstance, is held invalid, the 
remainder of the Act, and the application of such provision 
to other persons or circumstances shall not be affected 
thereby. 


RESERVATION OF POWER 

Sec. 1104. The right to alter, amend, or repeal any provi- 
sion of this Act is hereby reserved to the Congress. 


SHORT TITLE 

Sec. 1105. This Act may be cited as the “Social Security 
Act.” 

Approved, August 14, 1935. 
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